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BIXBY’S “SHORT COURSE IN TRUST DEPARTMENT 
OPERATION” WILL APPEAR SERIALLY IN 
TRUST COMPANIES MAGAZINE 


Author, Nationally Known as Trust Consultant, Has Consented to 
Revise and Enlarge Original Text and in Addition to make 
Current Comments on New Developments 


R. R. BIXBY should need no introduction to the trust field. Thousands 
have read his books and lectures, and a select few have had the benefits of his 
“Short Course.” Specifically, 968 men have studied this course, paying tuition 
fees of $125.00 * each. This group includes bank presidents, practicing attor- 
neys, bank examiners, life underwriters, certified public accountants, and 
bank directors not actively engaged in banking or trust operations. 


TRUST Companies Magazine believes that the “Short Course” should 
be made readily available to a much larger number of men and women who 
for professional or business reasons would be benefitted by a practical 
knowledge of fiduciary problems. 


The complete revised course will be published in the Magazine, begin- 
ning June, 1934, and continuing until May, 1935. 


Subscribers who plan to study the course material will find it almost 
essential to retain their copies of the Magazine throughout the course period. 


Schedule of Topics 


The following list of major subjects indicates the general scope and 
character of the Course. Many collateral subjects and interesting sidelights 
are developed. 


Wills and Testamentary Trusts 


a—Study of a Composite Will with Trust Clauses. 
b—Information required for Preparation of Wills. 
c—Contact with the Prospect—the Attorney. 


Court Accounts 


1. Probate of Wills | a—The Procedure 
2. Administration of Estates - b—Administrative 
3. Estates of Minors and Incompetents \ “Do’s and “Don’ts” 


Voluntary, Living or Private Trusts 


a—Study of a Composite Trust Agreement—paragraph by paragraph—giving 
special attention to those provisions so vitally necessary for the full pro- 
tection of the trustee. 

b—Life Insurance Trusts—detailed treatment similar to above. 

c—Forms, other than Declaration of Trust, necessary to use in Operation and 
Administration of Private Trusts. : 


* The course was available in New York City for $100.00. 
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Agency, Custodian or Safekeeping Accounts 


a—Letter of Instructions 
b—Subject Matter 
c—Receipts 


Corporation Accounts 


1. Bond Issues a—Detailed outline of requirements to be met 
2. Transfer Agent b—Rules to follow in administrative practice 
3. Registrar ( c—Forms used in connection therewith 


. Escrows a—The Letter of Instructions—stressing protective clauses 
. Depositary b—Study of typical cases 
. Deeds of Gift | c—Important “Don’ts” 


General Liabilities and Duties 


. Investments 

. Amortization of Premiums 

. Accumulation of Discounts 

. Extraordinary Cash or Stock Dividends 
. Rights to Subscribe 

. Carrying Stock in Trust Accounts 

. Proxies 

. Insurance 


Fiduciary Services 


1. From client’s point of view 

2. From adviser’s point of view (with special reference to Attorneys, Accountants 
and Life Underwriters). 

3. Practical pointers for professional and business men. 


We wish to emphasize the fact that TRUST Companies Magazine will 
present an enlarged, rather than an abridged course. Except for modifica- 
tions or amendments made necessary by recent developments, the text will 
include all reading matter used in the original “Short Course,” and also the 
intimate, vital comments which Mr. Bixby made relative to each topic. The 
only exception will be the omission of the discussions of bookkeeping forms 
and records. 


A word to those who do not know the author of this Course: Mr. Bixby 
is not a theorist. He has been a trust consultant during the last ten years and 
prior to that was engaged successfully for a like period in actual trust work. 


“Trust Functions Simplified,” fourth edition (which differs in several 
important respects from earlier editions) will be used for reference purposes 
in conjunction with the reading matter appearing in the Magazine. Many 
subscribers already have this volume. Others may obtain copies through us 
for $1.00 each, postpaid. 


We are confident that those who have been privileged to study this 
Course heretofore will cooperate with us in bringing this announcement to 
the attention of their associates. ; 





COMMINGLED FUND PROBLEMS TO BE STUDIED BY 
TRUST DIVISION 


COMMITTEE 


Trust Institutions Cautioned Against Adopting Plans Until 
Difficulties Can be Thoroughly Canvassed and 
Best Methods of Operation Devised 


the commingling of trust 

funds has convinced several 
of their most ardent supporters that 
a more thorough inquiry into the 
difficulties involved should be con- 
ducted. 

Trust institutions cannot afford to 
make mistakes that would disturb 
confidence or lead to misunderstand- 
ing as to their true character and 
functions. If their usefulness can be 
broadened by the widespread com- 
mingling of trust funds, every pre- 
caution should be taken to perfect 
methods of operation before the prac- 
tice becomes general. 

A need unquestionably exists. Far 
better to permit that need to remain 
unsatisfied than to invite public cen- 
sure by hasty adoption of ill-con- 
ceived plans. 

The Trust Division of the Ameri- 
can Bankers Association has appoint- 
ed a special committee to study the 
question. Carl W. Fenninger, vice- 
president of the Provident Trust 
Company of Philadelphia, will serve 
as chairman. Other members of the 
committee are Walter Reid Wolf, 
vice-president of the City Bank 
Farmers Trust Company, New York, 
Eugene G. Blackford, vice-president 
of the Brooklyn Trust Company, 
Brooklyn, N. Y., and Rodman Ward, 
vice-president of the Equitable Trust 
Company, Wilmington, Del. 

The personnel of this committee 
gives assurance that the problem will 
be approached expeditiously and in 
a practical manner. The task, how- 
ever, is arduous. As we tried to em- 
phasize last month, its successful 
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accomplishment will require the 
active cooperation of trust execu- 
tives, attorneys and accountants. At 
best, a considerable period will be 
required merely to assemble the 
necessary information. 

A statement bearing on this situa- 
tion was made by Gilbert T. Stephen- 
son, vice-president of the Equitable 
Trust Company, Wilmington, Del., in 
an address delivered at Pinehurst. 

“It seems to be the consensus * 
among trust men,” Mr. Stephenson 
said, “that small trusts—those of, 
say $5,000 and less—cannot be ad- 
ministered economically or profitably 
except through the medium of some 
form of commingled trust; that is, 
the pooling of the funds of many 
small trusts into a large common 
fund and the investment of that as a 
single fund. In this way alone can 
the small trust secure the same ad- 
vantages of diversification as the 
large trust. 

“So widespread among trust men 
is the conviction that some form of 
commingled trust is a necessity, if 
trust institutions are safely to en- 
courage the establishment of small 
trusts, that the Executive Committee 
of the Trust Division recently author- 
ized the appointment of a committee 
to make a thorough study of com- 
mingled trusts. This committee will 
report at the meeting of the Ameri- 
can Bankers Association in Washing- 
ton next October. There are some 
serious accounting problems in con- 
nection with income tax returns that 
may lead to an effort to secure an 
amendment to the Federal Revenue 
Act. 
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“In view of the appointment of this 
committee and of the possibility that 
the Revenue Act may have to be 
amended, I advise trust institutions 
in general not to establish com- 
mingled trusts of any sort until the 
committee has made its report. Just 
the same, the commingled trust in 
some form or other seems to be an 
inevitable and a highly desirable de- 
velopment of trust service under the 
New Deal.” 

We are confident that the new com- 
mittee has not prejudged the ques- 
tions which must be considered. One 
of the members, who strongly favors 
commingling, was asked: “Would 
continued discussion in TRUST Com- 
panies Magazine be helpful?” “Yes,” 
was the emphatic answer, “especially 
if the comments bring out more of 
the difficulties that must be over- 
come.” 

Unfortunately, the majority of 
those who have emphasized diffi- 
culties and objections have been un- 
willing to permit publication of their 
views. In a later issue, an attempt 
will be made to summarize the points 
raised. 

A communication just received from 
Frank P. Scully, treasurer of the Living 
Trust Clubs, Boston, was designed to 
show that through commingling ‘the 
psychological appeal inherent in the 
‘club plan’ of systematic accumulation 
can be readily added to the functions of 
the Trust Department.” Mr. Scully 
argues that “when it is realized that 
over eight million people utilized the 
‘club plan’ in either the savings institu- 
tions or the savings departments of com- 
mercial banks during the year 1933, it is 
evident that a field is open to the Trust 
Department to take care of those who 
wish to accumulate an estate in coopera- 
tion with the Trust Department of their 
own banking institution.” 

“It is obvious,” Mr. Scully continued, 
“that any procedure wherein small 
amounts are accepted in trust must 
utilize a Commingled Fund if a proper 
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diversification and economy in account- 
ing is to be obtained. It has been our 
effort to know everything possible about 
the various methods utilized by the Trust 
Institutions in mingling funds, and with 
that in mind at least one personal visit 
and in most instances quite a few visits 
have been made to every institution 
which, to our knowledge, has operated a 
mingled fund (other than mortgage par- 
ticipations) . 

“Our conclusion is that, though the 
operation of a Commingled Fund has uni- 
versally been of constructive value to the 
community served, for economical admin- 
istration the Commingled Fund must be 
so constituted that income and capital 
gains from security transactions in the 
Commingled Fund shall not necessarily 
be recorded, due to taxation require- 
ments, in detail in each individual trust. 
In other words, a reservoir should be 
created into which the interest and divi- 
dends flow from time to time, in which 
capital gains or losses may be taken 
without concern as to how many individ- 
ual trusts are affected, but from which 
the resultant of the income and the cap- 
ital gains flows to the individual trusts 
at determined intervals, either quarterly 
or semi-annually. 

“Furthermore, it is our belief that the 
idea of the issuance of participations 
should not be emphasized. It is necessary 
of course to explain that the participa- 
tions are issued to the individual trusts 
for accounting purposes, but the stress 
should be placed on the fact that this is 
for administrative and accounting pur- 
poses and that these participations are 
held by the bank as trustee of the in- 
dividual and are not a security in the 
ordinary sense. 

“Any procedure which provides that a 
trust may be created only for a sum 
which is a multiple of the value of a par- 
ticipation must of necessity tend to give 
the individual the thought that a security 
is being purchased. To avoid this con- 
clusion there should exist the ability to 
take into the individual trust any amount 
of money. The fact that there is no basic 
difference between the creation of a small 
trust and a large one should be explained. 

“In the memorandum submitted by 
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Mr. Clinton Davidson, included in the 
article in your April issue, it is stated 
that three types of Commingled Funds 
are now used. We have developed a Com- 
mingled Fund under a Declaration of 
Trust which is empowered to issue bonds 
and which Commingled Fund is taxed as 
an association. Thus the advantages of 
always having the underlying securities 
held in trust are retained, the simplicity 
of the corporate form of accounting is 


secured, and the tax penalty is reduced . 


to a negligible amount. * * * 

“First, it is generally admitted that 
funds should only be mingled if specific 
authority is given in the trust instru- 
ment. The only rulings from the Federal 
Reserve Board are in regard to trusts 
when no specific authority exists. * * * 

“In reference to the statement that 
every trustee holds some securities that 
have turned sour, and though they are 
a sale they are not a purchase, it may 
fairly be assumed that these are con- 
fined to a relatively few trusts. Granted 
that there might be some argument 
about the advisability of mingling new 
money with these trusts, the fact stands 
out that if sour investments had been 
spread over an entire portfolio the per- 
centage of securities in the Commingled 
Fund to which some objection might be 
raised would be relatively small, particu- 
larly if the securities are in that border 
range where their sale is inadvisable. It 
was brought out in Mr. Whittlesey’s 
article in the March issue that where it 
is advisable to dispose of securities in 
the mingled fund which appear unattrac- 
tive, they cannot be sold until a price is 
reached where they are attractive. The 
disposal of these same securities if held 
in a number of trusts, places an unequal 
burden on the individual trust. Finally, 
diversification makes the effect of an un- 
fortunate investment relatively smaller. 

“There seems to be some misunder- 
standing about the complexities of min- 
gling. A simple way to think of this pro- 
cedure is that, theoretically, the fund on 
mingling is reduced to cash. Matching 
cash with cash is not difficult and what- 
ever inequalities arise are, in the long run, 
evened out, provided a proper method 
of appraising the fund is followed. 
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“In giving consideration to the com- 
mingling of funds, it is advisable to 
analyze the reactions of the ordinary 
individual. In a trust the principal is not 
guaranteed. Consequently, in times of un- 
certainty the creator of a trust will go 
for his funds to that depository which 
has guaranteed his principal and for 
which guarantee, through receiving no 
interest or a smaller return than a trust 
usually affords, he has paid. 


“What has been the experience of the 
last years? It is the unusual person who 
has sold bonds or stocks, provided their 
value was below what was paid for them, 
if other funds were available. This point 
is only brought up to show that the 
desire for everybody to revoke their trust 
at once would be against any past experi- 
ence. Furthermore, since it is contem- 
plated that the Commingled Fund should ° 
be backed by securities having a market, 
the fear of being frozen, as in the case 
of many mortgage participations, is re- 
moved. 

“Should not the corporate fiduciary 
give serious consideration to the service 
of the man of moderate means who today 
has very little opportunity to secure im- 
partial investment advice? Though to 
accomplish this does not absolutely 
necessitate a Commingled Fund, logical 
thought leads to the conclusion that the 
Commingled Fund is essential if this 
service is to be made profitable. * * * 


“It will appear that a broad view of 
the future of trust service would include 
an effort to create a ‘trust consciousness’ 
among those who in a few years will be 
logical prospects for all of the services 
of the Trust Department. As a parallel, 
if insurance companies had ignored the 
individual of moderate means when he 
was first able to think about the crea- 
tion of an insurance estate, they would 
not be the factor they are at present in 
our economic structure. 


“Through the use of a Commingled 
Fund a trust institution can assist an 
individual throughout his entire financial 
career and close the gap which now exists 
between the field of the savings account 
and the Trust Department as now gen- 
erally constituted.” 





“BANK PAY-OFF” MEASURES AROUSE 
ADVERSE EDITORIAL COMMENT 


Tabulation Indicates Higher Ratio of Hostility to Banking 
Institutions in March and April with Apparent 
Improvement in May 


HE preponderance of editorial sen- 

timent toward banking institu- 

tions continued favorable during 

March and April, notwithstanding a wave 

of antagonism aroused by discussion of 

the various “bank pay-off” proposals now 
before Congress. 


Those who have read our previous re- 
ports of newspaper editorials will recall 
that comments which seemed to reflect in 
part at least an attitude toward bank- 
ing institutions were classified in five 
groups, the first two of which were “fav- 
orable” and the last two “unfavorable.” 
To date we have read and classified a 
total of 1,506 such editorials, which 
appeared in 742 newspapers. The con- 
densed report by months is as follows: 


Total Ratio Ratio 
Edit. Unfavorable Favorable 


261 69.7% 
65.3% 
419 0° 712.3% 
94 J 72.4% 
The smaller number of editorials 
shown for April and May does not reflect 
a lessened interest in banking subjects. 
These figures are subject to additions. 
To attempt a reading of the clippings in 
strictly chronological order would be im- 
practical. 


Month 


Almost forty per cent. of the daily 
newspapers of the United States are rep- 
resented in the tabulations presented on 
the opposite page. The least representa- 
tive showing is for the East North Cen- 
tral district, the East South Central and 
the Rocky Mountain areas. In each of 
the other districts, the number of papers 
represented is forty per cent. or more of 
the total number of daily newspapers 
published. 

A greater change in ratios by districts 
might have been expected in view of the 


fact that the total number of editorials 
included in the latest tabulation is more 
than fifty per cent. greater than the num- 
ber reported last month. The comparison 
of the ratios of “favorable” editorials, 
as shown by the two reports, follows. 


Ratio of 
“Favorable” Editorials 
April Current 
report report 
75.4% 
66.2% 
65.3% 
67.6% 
59.2% 
50.0% 
64.8% 
71.1% 


District 


New England......... 
Middle Atlantic 

East North Central.... 
West North Central.... 
South Atlantic........ 
East South Central. ... 
West South Central.... 
Rocky Mountain 
Pacific 63.6% 62.8% 


_ errr SLA 68.9% 


A similar comparison of the five 
classifications may be interesting. 


April 
report 
38.6% 
26.5% 

9.2% 


#4) 11.4% 
“Unfavorable”’..... 
#5) 14.3% 


Current 
report 
35.5% 
33.4% 

6.6% 
11.4% 
13.1% 


#1 
}-Favorable” Pe er 
LD, 


#3 “‘Balanced”’ 


Rapid Growth of “Pay-Off” Campaign 


The prominence recently accorded to 
“nay-off” proposals is especially sugges- 
tive when it is recalled how the campaign 
has gathered headway. In our March 
issue appeared this statement: “In the 
editorials read, we found only two ref- 
erences to the McLeod and Thomas bills 
to provide for immediate payment to 
depositors of closed banks.” When that 
was written, we had read only 374 edi- 
torials. 


Editor and Publisher is authority for 
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EDITORIAL REFLEX OF PUBLIC OPINION 


Classifications 
(1) Editorials distinctly favorable to banking institutions—this term being used in its general rather than technical sense; 


(2) Those more favorable than otherwise; 


(3) Comments indicating uncertainty of editorial attitude or so balanced in their effect as to make classifications un- 


satisfactory; ; 
(4) Editorials leaning toward hostility, and 


(5) Those indicating a distinctly hostile attitude or presenting a distortion of fact. 


No. of 
Papers (1) 
New England 

Middle Atlantic 

East North Central 

West North Central 

South Atlantic 

East South Central 

West South Central 

Rocky Mountain 

Pacific 


Edits. 
Nos. 1 and2 Nos. 4 and 5 


New England 75 
Middle Atlantic 211 
East North Central 173 
West North Central 

South Atlantic 

East South Central................. 

West South Central 

Rocky Mountain 

Pacific 


Totals 


Edit. 
(3) Total 


6 99 
17 311 
17 240 
19 235 

7 188 

1 40 
15 151 

7 67 
12 175 


101171197 


1506 


Ratio Edits. Ratio Edits. 
Nos. 1 and2 Nos. 4and5 


75.8% 18.2% 
67.9% 26.7% 
72.1% 20.8% 
73.7% 18.3% 
66.5% 29.8% 
37.5% 
24.5% 
19.4% 
30.3% 


24.5% 


Edits. 


NUMBER OF EDITORIALS BY MONTHS 


RATIOS 
(1) 
45.2% 
35.0% 
30.6% 
34.1% 


the statement that the fight for such 
legislation actually started in February, 
through an editorial appearing in the 
Detroit News. 

The Hearst papers were among the 
first to champion the same cause, but for 
a time there seemed to be little general 
interest. As the Elizabeth (N. J.) Jour- 
nal remarked, “perhaps the reason for 
lack of interest in it is that people gener- 
ally think the proposal is so absurd that 
it is not likely to obtain administration 
support, and therefore is not likely to 


Edit. 
Total 


(2) (3) 
64 25 261 


222 70 732 


175 7 419 
36 5 94 


MONTHS 


(5) 
11.9% 
14.2% 
12.4% 
12.7% 


be seriously considered at this session.” 

But conditions changed rapidly. Papers 
in all parts of the country took up the 
fight; campaigns were launched for the 
signing of petitions to Congress; and for 
a short time the debate grew constantly 
more acrimonious. Happily, the majority 
of newspaper sponsors of the various 
“pay-off” measures changed their tactics. 
In consequence, the recent editorials on 
this subject, with few exceptions, avoid 
criticism of banks and bankers and con- 
centrate attention on the alleged “obli- 
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gation” of the Government, the needs of 
depositors, the importance of further 
stimulus to business, and similar argu- 
ments less calculated to foster bitterness 
or class prejudice. 

Perhaps this change of strategy was 
due to recognition of the fact that many 
supporters could be won among those 
whose attitude toward banking institu- 
tions is distinctly favorable. Whether 
that be the correct inference or not, the 
fact remains that support or opposition 
does not necessarily indicate a news- 
paper’s attitude toward banks. 

For instance, the St. Louis Post Dis- 
patch whose comments indicate little 
friendliness toward banking institutions, 
is strongly opposed to the “pay-off,” re- 
marking that “if closed bank depositors 
are left to stew in their own juice, they 
may take a healthy interest in banking 
reform.” And the Los Angeles Daily 
News, whose editorials fairly bristle with 
references to “crooked” and “inefficient” 
bankers, is one of the most outspoken 
opponents of the “pay-off,” regarding the 
proposal merely as “another of the vote- 


catching schemes which congressmen and 
senators concoct on the eve of election.” 


Arguments on “Responsibility” 


One of the arguments accepted as con- 
vincing by a large number of papers is 
expressed clearly by the Detroit Free 
Press. 

“The moral responsibility of the Gov- 
ernment is clear. Millions of people put 
their cash resources, including lifelong 
savings, into banks, or kept them there 
in spite of misgivings, because Washing- 
ton pleaded with them to do so and not 
to hoard. Large numbers of men and 
women thought the request of the Gov- 
ernment carried a guarantee of solidity 
and safety. They believed that the word 
‘national’ in the title of a financial insti- 
tution was to mean that Washington 
would stand behind it. They thought the 
Federal Reserve System was to operate 
as an insurance against loss. And they 
had valid reason for their conclusions.” 

Other papers take a position similar 
to that of the New York Times in hold- 
ing that “the argument for assuming 
such a liability does not stand examina- 
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tion.” The Government, this paper con- 
tinues, “neither established the regula- 
tions under which non-member banks 
operated, nor subjected their affairs to 
Federal examination. In the case of mem- 
ber banks, many failed not because of 
faults which more adequate legislation 
would have prevented or more adequate 
examination have revealed, but because 
of the hysteria of their depositors in 
withdrawing funds. * * * The Govern- 
ment’s responsibility does not properly 
extend beyond diligent efforts to reopen 
closed banks and, pending reorganization 
or liquidation, lending to depositors such 
sums as are justified by the condition of 
their assets.” 


See Menace in Principle 


An increasing number of papers see in 
the proposals a distinct menace through 
the establishment of what the San Fran- 
cisco Chronicle describes as “the principle 
of Government guarantee of any enter- 
prise over which there is governmental 
supervision, of Government reimburse- 
ment of private losses in any institution 
operating under rules laid down by the 
Government.” 

“Once let the precedent be _ estab- 
lished,” asserts the Omaha World Herald, 
“the claim be admitted as just, and there 
can be no logical end to the drain on the 
treasury until every loss incurred because 
of bad economics and bad government is 
paid.” 

“If Congress breaks down valid dis- 
tinctions between public and private re- 
sponsibilities,” the Washington (D. C.) 
Post asserts, “it will invite wholesale 
raids upon the Treasury and ultimate 
bankruptcy.” 

“The theory,” as described by the Cin- 
cinnati Times Star, “is that whenever 
the government supervises any business 
it becomes responsible to the citizen for 
any loss incurred by him in connection 
therewith. As Morgenthau points out, 
this would make the government respon- 
sible for individual losses in stock specu- 
lation in case the biil to regulate stock 
exchanges becomes law. If the theory is 
sane, then every State which has passed 
a blue sky law must make good their 
losses to all purchasers of stocks and 
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bonds. It would be scarcely too much to 
claim that government must also reim- 
burse the citizen for injuries on the 
highways and for losses from robbers, 
since it has a highway and a criminal 
code.” 

Nor is this line of thought confined to 
papers in the larger cities. To cite one 
of many, the Hannibal (Mo.) Couwrier- 
Post & Journal says: “If Congress is to 
put the government in the business of 
indemnifying losses of the depression, 
there should be no discrimination. From 
that point the principle might lead to 
further demands. In fact those who lost 
in the stock markets might adopt the 
theories expressed by numerous public 
men that the great bull upswing of 1927- 
29 with its resultant crash could have 
been averted by the government, hence, 
claim a responsibility rested on the treas- 
ury for their losses.” 


Other Arguments 


Other arguments advanced in support 
of the “pay-off” are similarly analyzed 
by conservative papers in all parts of the 
country, and yet, as the Spokane ( Wash.) 
Spokesman-Review remarks, “the ‘gimme’ 
chorus is swelling strong at Washing- 
ton,” and many agree with the Beau- 
mont (Tex.) Enterprise that “it will 
take more than a presidential frown or 
a presidential joke to stop some of the 
people in Washington who act as if they 
thought the Federal treasury were in- 
exhaustible and a treasury raid a short 
cut to prosperity.” 

The Louisville (Ky.) Courier Journal, 
however, feels that “even with the ballot 
boxes looming on the horizon, it is diffi- 
cult to believe that a majority of our 
elected representatives will stoop to the 
support of such a measure.” 

Continued discussion of “pay-off” pro- 
posals seems to be causing a larger num- 
ber of editors to realize more fully that 
bankers have received an undue propor- 
tion of blame for the misfortunes of 
recent years. 

The New York American says cate- 
gorically, “The final resting place of 
accountability for the collapse of our 
banks rests with the Government and 
our lawmakers.” 
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Perhaps an illustration more typical 
of the attitude of a substantial propor- 
tion of American voters is provided by 
an editorial in the Somerset (Pa.) 
Herald. 

“We have so many glaring instances 
of the inefficiency of government, that 
it is surprising the politicians are able 
longer to foist on the people the notion 
that election of mediocre men, or their 
appointment to Federal office, endows 
them with more than human attributes, 
and that government judgment is so 
superior to that of common mortals that 
the people should listen to the utterances 
of public men as the ancients listened to 
the words of the oracles. * * * 


“Because some bankers erred the gov- 
ernment took upon itself the direction of 
banking and made a far worse mess than 
the country had ever seen before. 


“Is there any reasonable man, who, 
looking at the record government has 
made can yet view with equanimity the 
endeavors of the administration to swal- 
low up every sort of business enterprise, 
to encompass within its spacious maw, 
every sort of human endeavor, and direct 
every human activity? 

“Mr. Palmer’s logic is unimpeachable. 
If government had not undertaken to 
direct banking, we would probably have 
avoided many failures. Selection of secu- 
rities by government, for bank invest- 
ments, made government responsible for 
those securities. Without such designa- 
tion, bankers would have had sole re- 
sponsibility lying against them and been 
more careful. 

“Confidence of the people in their gov- 
ernment, a very beautiful thing, perhaps, 
was the primary cause of the losses many 
bank depositors have suffered. 

“It is too bad to dissipate that child- 
like faith, but it makes for stronger men 
when American citizens put their confi- 
dence in the bankers of their home 
communities whom they have seen, or 
may see, rather than in a crowd of 
advisors to bankers far away whom they 
have never seen and can never know 
except by reputation. 


“The time has arrived for stripping 
Washington office holders of their halos.” 
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not be overlooked that more insidious 
is being conducted con- 


Frazier-Lemke Bill 


Anxiety regarding the Frazier-Lemke 
bill has been expressed recently by a 
number of papers in various parts of the 
country. 

“The Frazier-Lemke bill, which has 
been introduced in both chambers of 
Congress,” the Wall Street Journal ex- 
plains, “bears the appealing title of “The 
Farmers’ Farm Relief Act.’ But when 
stripped of all its relief covering, it 
stands forth in its nakedness as a scheme 
for currency inflation.” 


In an editorial referring to this bill 
and the McLeod proposal, the Manchester 
(N. H.) Union says, “Many people are 
not aware that this is the most crucial 
time in Congress since the beginning of 
the depression. Legislation is pending 
before that body, which, if it is put into 
effect, will launch the country on the 
path of uncontrolled currency inflation, 
with all the results such a course must 
inevitably entail.” 

Attention is being given to other dis- 
turbing evidences. One of these was 
described by the St. Paul (Minn.) News 
as follows: 

“No more significant political docu- 
ment in years has been drafted and 
formally approved by a group of Ameri- 
can citizens than the platform of the 
Farmer-Labor party. 

“It calls virtually for the socialization 
of the entire State of Minnesota— 
public ownership of mines, water power, 
transportation, communications, packing 
plants, factories and all public utili- 
ties; working of idle industrial plants 
to provide jobs for the jobless and 
furnish goods to the needy; com- 
plete state control and operation of 
insurance and banking; shifting the in- 
cidence of taxation from the small farmer 
and home owner entirely and putting it 
on the shoulders of all others. * * * It 
would eliminate the profit motive en- 
tirely in most of our economic activities 
and substitute state socialism. * * * It 
asks for a new deal beside which the 
Roosevelt one is a pale pink.” 

While it is natural for the conservative 
to disregard such radical proposals as 
preposterous and absurd, the fact should 


propaganda 
stantly. 

The Philadelphia Record has been pre- 
senting a series of articles entitled “Alice 
in Moneyland,” written by Arthur M. 
Mowat. The reader may judge of their 
character from the Record’s own descrip- 
tion of one of the articles: “Mowat’s pen, 
dipped in acid, shows how the small 
depositor was made the goat, while the 
big depositors were saved.” 

The Record is planning to distribute in 
pamphlet form all of the articles appear- 
ing in the series “for the benefit of those 
who care to think upon the problems of 
today.” 

Many Urge Need for Caution 

Fortunately, against such instances 
can be placed the fact that in every state 
are newspapers conducted by men who 
recognize the danger of present trends 
and are becoming more “vocal” in urging 
the need for caution. 

The New Orleans Jtem had this to say: 

“The country has been regaled within 
the past year with an exposure of a great 
many bad banking practices. We have 
recognized and commented on the evils 
which grew up under the old banking 
system. But we are by no means sure 
that we are evolving a sane, well-bal- 
anced and a more intelligent banking and 
financial system, in many particulars, 
under the new deal. For we still have the 
conviction that the banking system of 
America was much sinned against by the 
Federal Government. * * * In the last 
analysis complete government operation 
of finance is likely, in our opinion, to 
run the country into very much more 
serious difficulties than our late panic.” 

The St. Joseph (Mo.) News-Press said: 

“There can be little doubt that govern- 
ment is swiftly taking control of the 
nation’s credit system. There are those 
who see in the present trend only a 
benevolent and worthy object, the pur- 
pose to help those who are down and 
out and beat the depression. That it has 
other possibilities, less salutary, how- 
ever, none can deny, and the country 
must not close its eyes to the dangers 
which are presented in this new central- 
ization of financial and political power.” 





L 
, 
> 
3 


ae FU OU 


oo 5S tO rho < 


ee 
. 


TeSerieBo P 


The Charleston (S. C.) Post said: 

“The establishment of credit banks is 
one more step in the complex scheme of 
government regulation and virtual con- 
duct of business. into which the country 
is being carried so deeply. It illustrates 
once more how one condition created 
leads inevitably to another and no man 
can foresee the end of it all. Once the 
precedent condition is created and accept- 
ed, the next step becoms necessary, and 
the only way to avoid the progression is 
by turning back upon the trail and re- 
tracing the path which has been taken.” 

The Dallas (Tex.) Journal said: 

“The apostles of the millennium are 
in full cry the minute somebody looks as 
if he were making an actual profit on his 
business. If he has wealth, he is immedi- 
ately a defendant under obligation to 
explain why he is not giving it away. If 
he is not ready to risk his fortune and 
his future on the outcome of policies not 
yet even announced, he is charged with 
all the unpatriotic motives in the vocab- 
ulary of socialism. 

“Capital isn’t pious, of course. It isn’t 
idealistic. It isn’t all a-tremble with de- 
sire for remaking the world. But it fol- 
lows one law not enacted by the law- 
makers: It either grows or it dwindles. 
Deny it a return on investment, and it 
ceases to be an investment. It becomes a 
loss—a loss to its owners, a loss to the 
taxing power, a loss to society. 

“When we want a hen to lay an egg we 
don’t jiggle the nest. When we want a 
cow to give down her milk we don’t tie 
firecrackers to her tail. When we want 
honey out of a hive we don’t go after it 
with a baseball bat.” 


Business Can Walk Alone 
Editorial published April 15 in Memphis 
Commercial Appeal: 


More than 100 bankers, members of 
the executive committee of the American 
Bankers’ Association, were in Memphis 
yesterday on their way to a meeting at 
Hot Springs. 

They come from all sections of the 
United States. 

They are the heads of large institu- 
tions. 

They are conservative. 
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They have the responsibility of pro- 
tecting hundreds of millions of deposi- 
tors’ money. 

They have stood the test of the most 
crucial period through which financial 
and industrial institutions have ever 
passed. 

They are interested in recovery. They 
are anxious for business to resume nor- 
mal proportions. 

They are as good citizens as the aver- 
age. Intelligence and experience rates 
them above the average. 

Their reactions are important as re- 
flecting the opinion of a group whose 
judgment is entitled to consideration. 

Almost without exception they believe: 

That the time has passed for experi- 
mentation ; 

That the “pump” has been sufficiently 
primed; 

That temporary expedients should be 
abandoned; 

That individual initiative should be 
permitted wider latitude; 

That persons with money to invest 
should have assurance of security; 

That Congress should adjourn, and 

That the country has more confidence 
in the president than in Congréss. 

Without exception these men are con- 
vinced that business is permanently bet- 
ter and that there is no reason for looking 
for trouble “just around the corner.” 

Undoubtedly there is a growing con- 
viction that having been put on its feet, 
business is able to walk alone. 


Trust Division and Life Under- 
writers Adopt Joint Statement 


The proposed statement of principles 
for relationships between life under- 
writers and trust men, read February 
14 at the Mid-Winter Trust Confer- 
ence, Trust Division, American Bank- 
ers Association, has been adopted and 
is now the joint statement of the Trust 
Division and the National Association 
of Life Underwriters. 

The statement as read before the 
Conference was published in full in 
TRUST Companies Magazine, Febru- 
ary issue, pages 182-184. 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 

. . sells no securities. Its entire 
personnel is dedicated to a single 
purpose — the care and manage- 


ment of the property of its clients. 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


22 William Senet ~New York 





CRITICAL COMPARATIVE ANALYSIS 
OF THE 
REVENUE ACT OF 1934 


By LEO BRADY and JOHN L. McMASTER 
Members of the New York Bar 





ELPITOR’S NOTE: More than ordinary significance attaches to the Revenue Act of 1934 
signed by the President May 10. We believed that a prompt yet searching analysis of the 
measure would not only aid taxpayers and their advisers in their interpretation of its pro- 
visions, but also throw a clearer light on legislative trends. The attorneys selected for this 
work have long specialized in tax practice. We consider it a privilege to publish their 


opinions.* 


States have been tendered their 

first bill to pay the cost of nation- 
al recovery—a new tax law which in 
its higher brackets approaches a capi- 
tal levy. The Revenue Act of 1934 
adopted in a time of peace reaches 
rates of tax never equalled by any 
other Revenue Act except the war 
measure known as the Revenue Act 
of 1918. As against normal tax rates 
under the 1918 Act of 6% to 12%, 


[ss taxpayers of the United 


and surtax rates ranging from 1% 


to 65% on incomes in excess of 
$2,000,000, the Revenue Act of 1934 
carries a normal rate of 4% and sur- 
tax rates ranging from 1% to 59% on 
all incomes in excess of $1,000,000. 

The Federal Estate tax rates have 
been increased to a maximum of 60%, 
which except for the 45% maximum 
reached under the 1932 Act, is far in 
excess of the highest rates previously 
reached under the Revenue Act of 
1924, 40%, which were in themselves 
considered so high that they were 
voluntarily retroactively reduced and 
the excess taxes refunded. Gift tax 
rates have also been increased to a 
maximum of 45%. 

In addition to these sweeping 
changes in tax rates, particularly in 
the larger brackets, the Act introduces 
new concepts of taxation, new admin- 
istrative measures which tend greatly 
to limit substantial benefits which tax- 


payers have heretofore lawfully en- 
joyed, so that it will be found that the 
tax under the present law will, in 
many cases, exceed the tax which 
would have been payable under the 
peak rates of the 1918 Act. The new | 
law not only grows out of the neces- 
sity for a huge national revenue but 
is a result of one of the most sweeping 
investigations of a national revenue 
law ever made, which showed flagrant 
examples of legitimate tax avoidance 
by certain very wealthy individuals. 
The sub-committee appointed under 
House Resolution was empowered to 
make an investigation of three sub- 
jects: (1) tax avoidance, (2) tax sim- 
plification, (3) new sources of rev- 
enue. The committee has made a not- 
able attempt to prevent tax avoidance; 
it has made some reform in the way 
of tax simplification; but when it 
comes to new sources of revenue, it 
will be found that the same taxpayers 
bear the increased load, and really 
new sources of revenue have not been 
tapped. 

In the original Revenue Act of 1918, 
following the adoption of the Six- 
teenth Amendment, the normal in- 
come tax was limited to 1% and the 
surtax to the modest rates of 1% to 
6%. In the original Estate Tax Act of 
1916, the maximum rate was 10%. The 
contrast between these initial rates 
and the present rates is a striking ex- 


*Copies of this Analysis are available in booklet form (60 pages and cover, approximately 
9” x 3”). Price for single copy, $1.00. Quantity prices on request. 
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ample of the tendency of tax rates 
sharply to increase once a new method 
of taxation has been adopted. It seems 
certain that if the country could have 
foreseen income tax rates rising to a 
maximum of 65%, the Sixteenth 
Amendment could never have secured 
passage. 

The present rates have been de- 
fended on the grounds that they are 
still less than those paid under the 
Revenue Acts of certain foreign coun- 
tries. This comparison is misleading 
for the reason that the Federal tax 
with us is but one portion of the 
cumulative tax burden, whereas 
abroad it is practically the only sub- 
stantial tax burden. It is entirely like- 
ly that the composite tax burden of 
the American taxpayer now sharply 
approaches the maximum burden im- 
posed abroad. Also the comparison 
with Great Britain ignores the vitally 
essential fact that Great Britain does 
not impose a tax on capital gains. 

In any event it is not amiss to point 
out that with the Federal toll under 
the new law reaching a maximum of 
63% of income and 60% of a decend- 
ent’s estate and 45% of the amount of 
gifts in the higher brackets, other tax- 
ing entities may well view with alarm 
as to the security of their revenue, not 
to mention the unfortunate plight of 
the unhappy taxpayer who must 
translate the staggering percentages 
into terms of actual cash. 

Whether our economic philosophy 
favors or abhors high rates, it is inter- 
esting to note that heretofore peak 
rates were reached in a time when the 
country was just emerging from a suc- 
cessful war and in the full tide of 
commercial activity ; these rates today 
are imposed at a time when the coun- 
try is slowly emerging from a com- 
plete prostration of business and there 
is far less corresponding ability to pay 
than when the former high rates pre- 
vailed. In addition it has become gen- 
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erally recognized on the basis of ex- 
perience since the enactment of the 
first Federal Income Tax Act in 1913, 
that moderate rates of tax are more 
productive of revenue than extremely 
high rates. 

From examination of the Act it ap- 
pears that the only taxable entities 
who escape rates correspondingly 
equal to those in 1918 are business 
corporations. The present corporation 
rate of 1334,% is very much in contrast 
with the high excess profits and war 
profit taxes formerly imposed. The so- 
called excess profits tax in the present 
Act is merely a modest tax to equalize 
the capital stock levy and is not in 
purpose or effect comparable to the 
war time excess profits tax. Whether 
this is due to any desire to favor busi- 
ness as against individuals, or whether 
it is due to the administrative difficul- 
ties which we encountered under the 
excess profits tax act, cannot be 
stated. 

In connection with the estate and 
gift taxes it is an interesting commen- 
tary that it is just a decade since the 
then President of the United States, 
the late Calvin Coolidge, was publicly 
urging the abolition of the estate tax 
and questioning the validity of the 
gift tax; it is equally interesting that 
the gift tax which was later repealed 
in 1926, but restored in 1932, now finds 
itself a permanent part of the tax 
structure with rates which are so 
staggering that it is not believed that 
many substantial gifts can now be 
made. It has been contended that the 
law will tend to defeat what should be 
encouraged for the general good, 
namely, a free flow of wealth in large 
amounts from one individual during 
his life to members of his family. 

There is little doubt that this coun- 
try will become tax conscious by a 
mere inspection of the present tax 
rates. It is the duty of every taxpayer 
to inform himself of the law in order 
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fully to understand its purposes and 
personal application. Congress may 
pass laws but it is the citizen who pays. 
It is believed that the average person 
will find much more complaint with 
the income tax rates than with the 
very high estate and gift tax rates. 
The present trend toward redistribu- 
tion of great concentrated stores of 
wealth has unquestionably received 
serious consideration by the lawmak- 
ers. There are many who loudly favor 
even higher taxes on large estates, 
claiming that the government should 
permit only a limited amount to pass 
from the dead to the living. For exam- 
ple, suppose the present rates were re- 
tained but with the added provision 
that under no circumstances should 
any individual be permitted to receive 
more than one million dollars. Practi- 
cal difficulties would undoubtedly 
arise where the estate in large meas- 
ure consisted of real estate or other 
fixed and not very liquid wealth. In- 
deed, such practical difficulties will 
arise to plague fiduciaries under the 
present act. What with the large 
shrinkage usually experienced by es- 
tates during the period of administra- 
tion and with heavy rates of tax, and 
with the determined position which 
may be anticipated from government 
officials on the matter of valuations, it 
is believed that estates will find suffi- 
cient to worry about under the present 
law. 


ANALYTICAL COMMENT 


Section 1. Structure and Effective 
Date 


The structure of the new Act is sub- 
stantially different from the previous 
revenue act. The income tax law apart 
from severely increasing rates, incor- 
porates provisions with respect to per- 
sonal holding companies, tightens up on 
various administrative features designed 
to plug “loopholes” in the law, abolishes 
consolidated returns entirely except with 
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respect to railroad companies, and re- 
tains only certain administrative aspects 
of the prior law. That is to say, for 
practical purposes, the income tax act is 
reenacted as a new measure and for cur- 
rent rates and provisions it is not neces- 
sary to refer to prior acts. 

The effect of section 1, however, should 
be carefully noted. That section reads as 
follows: 

“The provisions of this title shall 
apply only to taxable years beginning 
after December 31, 1933. Income, war- 
profits, and excess-profits taxes for tax- 
able years beginning prior to January 
1, 1934, shall not be affected by the pro- 
visions of this title, but shall remain 
subject to the applicable provisions of 
prior Revenue Acts, except as such pro- 
visions are modified by Title III of this _ 
Act or by legislation enacted subsequent — 
to this Act.” 

It is apparent, therefore, that fiscal 
years ending in 1934 are still subject to 
the 1932 Act. The previous policy of 
dividing fiscal years and taxing each 
portion under the Act applicable has not 
been followed, and generally speaking, 
only the one law applicable need be con- 
sulted. This saving provision may prove 
of substantial advantage to those who 
fortuitously come under the provision 
of the 1932 Act. 

On the other hand, the estate tax and 
gift tax are only amended as to rates. 
Where the 1934 estate tax provision is 
applicable, it will also be necessary to 
refer to the 1926 estate tax act as 
amended by the revenue act of 1928 and 
as further amended and supplemented 
by the Revenue Act of 1932. In other 
words, the complete estate tax law is now 
contained in various separate revenue 
laws and, in addition, is further confused 
by the fact that it consists of two sep- 
arate rates of tax, namely, the so-called 
basic rate and the super tax. 

The Treasury Department recom- 
mended that the estate tax provision 
be consolidated in one law, but appar- 
ently the attempt to keep the sharp in- 
crease in rate free from absorption by 
State inheritance and estate tax under 
the credit provision would not permit 
the adoption of the recommendation. 
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The gift tax is treated in the same 
manner as the estate tax. To start with, 
it is an unusual tax, very different 
in nature from a tax on what a man 
owns, or makes, or leaves at his death. 
It taxes what a man gives away, or to 
be more exact, the privilege accorded 
him of making the gift. The tax has been 
deemed a necessary part of the Federal 
taxing structure in order to make effec- 
tual the estate tax. The first gift tax was 
enacted in 1924, but repealed in 1926. 
After an absence of six years it turned 
up at the height of the depression as 
part of the Revenue Act of 1932 and has 
been carried over, with increases, in the 
new law. 


Sections 11 and 12.—Normal and Sur- 
tax Rates 


The 1934 Act provides for a single 
normal income tax rate, namely, 4% on 
the entire income in excess of the sta- 
tutory exemption; whereas the former 
act imposed a 4% rate on the first $4,000 
and 8% on the remainder. This reduc- 
tion is offset by the fact that sur- 
tax rates now commence at 4% and as 
low as $4,000, whereas formerly the rate 
of 1% began at $6,000 and 4% was not 
reached until the income was $14,000. 
The new law grants the same personal 
exemptions in computing “surtax net in- 
come” as allowed in computing net in- 
comes for normal tax purposes. (Section 
25 (b).) The former law made no such 
exemption. 


(For comparative rates see Appen- 
dix) 

The 1932 law contained 53 surtax 
brackets; the new law has only 29. The 
effect, obviously, steps up the tax, at 


least in the higher brackets because 
of this reduction in addition to the in- 
crease in percentages also made. 

The general effect of the. increased 
surtax rates has been to increase sharply 
the tax payable or income from invest- 
ments over the tax formerly payable, 
but despite that increase, income from 
such source is still taxed less than earned 
income. 

While the charts indicate that there 
is a reduction in the amount of tax pay- 


TShateite [ 


able by the so-called small taxpayer, this 
gesture of Congressional favor is mis- 
leading since, in many cases, the effect 
of the new and stringent administrative 
provisions and the almost total denial of 
capital losses will more than offset this 
seeming advantage, and in many cases 
will result in substantially increased 
taxes against the small man. 

The Senate attempted to impose a fur- 
ther flat 10% over all tax, but this was 
rejected by the House. Apart from the 
added burden this proposal was vicious 
in principle, as it would mean that the 
tax was no longer dependent upon the 
usual structure and rates, but could be 
boosted up or down by a sliding scale 
method, so easy of manipulation that its 
effect might well be for legislators con- 
stantly to resort to this device. This was 
in substance an attempt to levy a tax 
upon a tax, a principle not only novel 
but so dangerous that it should never 
be tolerated. 


Section 13. Rates of Tax—Corpora- 
tions 


Section 141. Consolidated Returns 


The previous tax rate on corporations 
is retained under the new law, 1334% 
on the amount of net income in excess 
of the credits allowed, but consolidated 
returns no longer may be filed except by 
railroad corporations. The rate in such 
cases is 1534% as against the rate under 
the prior law of 144%4% for 1932 and 
1933, and 1434% for 1934 and 1935. 

Section 141 continues the require- 
ment of the 1932 Act for “affiliated 
groups” ‘purposes but adds as a further 
prerequisite that “each of the corpora- 
tions is either (A) a corporation the 
assets of which consist principally of 
stock in such corporations and which 
does not itself operate a business other 
than that of a common carrier by rail- 
road. For the purpose of determining 
whether the principal business is that 
of a common carrier by railroad, if a 
common carrier by railroad has leased 
its railroad properties and such proper- 
ties are operated as such by another com- 
mon carrier by railroad, the business of 
receiving rents for such railroad proper- 
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ties shall be considered as the business 
of a common carrier by railroad.” 

The abolition of consolidated returns 
has been justified on the plea that since 
individual corporations are no longer 
allowed to carry forward net losses, con- 
solidated groups should not be permitted 
the right to offset inter-company losses. 
The argument is open to challenge as the 
purpose of the change is to increase the 
corporate yield of tax and not to pro- 
duce equality. 

In addition to these standard rates of 
corporation tax, special additional rates 
are imposed on business corporations 
used to defeat the tax and on personal 
holding companies as commented on fur- 
ther in this article. 

The capital stock tax at the rate of 
$1.00 for each $1,000 adjusted declared 
value of the capital stock is revoked as 
an emergency measure and continued as 
a permanent tax, and also the corre- 
sponding so-called “excess profits tax” 
(which is a tax at the rate of 5% on 
the net income of a corporation in excess 
of a return of 1214%) on the adjusted 


declared value used for the capital stock 
tax. That is, the excess profits tax as 
here used is merely intended to equalize 
the capital stock tax so that either as 
capital stock tax or excess profits tax, 
the Government obtains a definite rev- 
enue on the capital stock of corporations. 


Section 22(b) (2)—Annuities 


Amounts received as payment of an- 
nuities have heretofore been considered 
not taxable as income until the original 
purchase price or the cost of the annuity 
had been retrieved, irrespective of the 
amount received in any particular year. 
This distinction rested on the fact that 
since it was always uncertain whether 
the annuitant would receive the cost or 
purchase price of the annuity, it could 
not be known whether there would ever 
be any income or profit to him until that 
event had occurred, and accordingly there 
could be no profit in such cases until the 
cost or other basis had first been re- 
covered. The present law, adopting a 
recommendation of the House Commit- 
tee, changes this completely and requires 
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that in all cases where annuities are re- 
ceived (other than as the proceeds of a 
life insurance policy payable by reason 
of the death of the insured) the initial 
proceeds up to 3% of the cost or other 
basis shall be considered as income for 
the particular year, and the remainder 
of the annuity payments shall be con- 
sidered as a return of capital. 

One question which will have to be 
determined, and which may lead to con- 
siderable minor controversy, is, whether 
the so-called fixed rate on the cost is to 
be the original cost or basis, or the cost 
or basis reduced by the preceding pay- 
ments over and above the 3%. 

It is significant to note that while the 
House report admits that the 3% used as 
the taxable rate is arbitrary, it states 
that “it approximates the rate of return 
on the average annuity.” Not only is 
this allocation arbitrary as admitted, but 
it attempts to create fiat income in place 
of actual income which is the only con- 
stitutional measure for the tax. 

Under the strict construction of the 
Sixteenth Amendment and under FLisner 
vs. Macomber, 252 U. S. 189, it would 
appear that no part of an annuity pay- 
ment could constitute gain or profit until 
the cost of the annuity had first been 
recovered. But in view of the decision of 
the Supreme Court in Irwin v. Gavit, 
268 U. S. 161, in which it was held that 
income payable to a beneficiary from the 
estate of a decedent under a will did not 
lose its character as income, although it 
was urged that it could not represent 
income until the capital value of the 
bequest at death had first been received, 
and in view of the present trend of the 
Courts, it seems likely this provision 
probably will be upheld. 

Assuming that Congress can establish 
a fixed percentage of an annuity pay- 
ment as constituting net income, query, 
why could it not equally employ this 
percentage in the case of all gross in- 
come, corporate as well as individual? 


Section 23(b) 

In view of the above provision taxing 
annuities, the last clause of Section 23 
(b) which disallowed interest on indebt- 
edness incurred or continued in connec- 
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tion with the purchasing or carrying of 
an annuity has been omitted. 


Section 23(c) (3) Deductions from 
Gross Income 

No deduction is allowed on account of 
estate, inheritance, legacy, succession 
and gift taxes. The denial of this deduc- 
tion heretofore granted to the estate 
seems perfectly proper. The taxes enum- 
erated are capital levies and should in no 
wise be permitted as offsets against in- 
come. 

This seems especially fair in view of the 
fact that State death taxes are allowed 
as a direct offset against the Federal 
estate tax, and it does not seem right as 
formerly allowed that one estate should 
be subject to income tax and another 
estate escape payment of the same by 
reason of the fortuitious fact that the 
latter paid a death duty during the tax- 
able year. With the sharp increase in the 
Federal estate tax rates, the former 
deduction would largely have nullified 
the increase in many cases. 


Section 23(g) Wagering Losses 

Losses from wagering transactions 
shall be allowed only to the extent of the 
gains from such transactions. This 
amendment operates to limit the deduc- 
tion for such losses which under prior 
law was unlimited where gambling tran- 
sactions were legal. 

It is a curious and amusing commen- 
tary that this somewhat puritanical limi- 
tation should, after two decades, be 
written into the tax law at a time when 
it is seriously publicly proposed that a 
national lottery be adopted. If it were not 
a serious matter a fair inference might 
be drawn that Congress does not intend 
to permit anybody to gamble with the 
new tax law. 


Section 23(0) (2)—Contributions 
Section 101 (6)—Exempt Corpora- 
tions 

The deduction for contributions to 
organizations established and operated 
exclusively for scientific, educational and 
similar purposes is limited by the addi- 
tion of a clause novel to tax law. The 
added clause permits the deduction only 
where “no substantial part of the activi- 
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ties” of the recipient “is carrying on 
propaganda or otherwise attempting to 
influence legislation.” 

This innovation, perhaps designed at 
certain bodies, may in fact be a boom- 
erang. Suppose, for example, a substan- 
tial contribution were made to an organ- 
ization whose sole purpose was to per- 
petuate and extend the activities of the 
NIRA. Unquestionably such an organiza- 
tion would have as one of its major pur- 
poses the furthering of legislation along 
the lines of the present trend. Interpret- 
ing the statute strictly, the individual 
would not be entitled to a deduction for 
his contribution to this organization. 
Many praiseworthy organizations, by 
virtue of their privilege of free agita- 
tion, openly attempt to influence legis- 
lation or to educate the public, at the 
same time rendering worthwhile public 
service. The attempt to influence legis- 
lation is not inherently bad and the right 
to petition Congress is a right sc supreme 
in a democracy that it has been safe- 
guarded by the Constitution. 

Apart from the question of principle 
involved, the burdens placed upon the 
taxpayer and the administrative difficul- 
ties placed in the way of the Commis- 
sioner are so enormous that they seem to 
be out of all proportion to the taxes in- 
volved. In view of the results to be 
accomplished, this legislative reversal of 
traditional democratic principles is sur- 
prising, and if for any reason such a pro- 
vision can be justified, then a clearer 
definition of the terms “propaganda” 
and “influence legislation” should be 
given, both in justice to the Treasury 
Department and to the harassed bene- 
factor. 

Section 101(6) limits the exemption 
granted to certain organizations in the 
same manner that contributions by in- 
dividuals, discussed immediately above, 
are limited. In other words, the carrying 
on of propaganda and attempts to in- 
fluence legislation by such otherwise 
exempt organizations deprives them of 


‘their right to exemption. 


Sections 23(p) and 25(a) (1) 


Dividends from foreign corporations 
are now taxable in full when received by 
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domestic corporations and likewise sub- 
ject to both normal and surtax against 
individuals, and it is immaterial whether 
such foreign corporation has income 
from sources within the United States. 
The prior law granted such an exemp- 
tion provided the foreign corporation 
received more than 50% of its gross 
income from sources within the United 
States. 

This amendment while not of general 
application, should simplify adminis- 
trative procedure as the Commission will 
no longer be required to measure the 
extent of the business activity of the 
foreign corporation. 

Where dividends are payable in foreign 
currencies, the resulting greater divi- 
dend when translated into depreciated 
dollars, can more readily bear this addi- 
tional burden, and the amendment per- 
mits the tax to absorb a portion of this 
premium. 


Section 24(a) (5)—Items not Deduc- 
tible 


There has been added to the non- 
deductible section 24(a) (5) reading as 
follows: 

“Any amount otherwise allowable as 
a deduction which is allocable to one or 
more classes of income other than in- 
terest (whether or not any amount of 
income of that class or classes is re- 
ceived or accrued) wholly exempt from 
the taxes imposed by this title.” 

This amendment is intended to pre- 
vent a taxpayer who has taxable gross 
income from charging against it as a 
deduction expenses incurred in earning 
or obtaining wholly non-taxable income, 
other than interest. For example, ex- 
penses incurred in earning a salary as 
a State officer or employe would not be 
deductible. 


Section 24(a) (6) 


This section denies losses from sales 
or exchange of property directly or in- 
directly, between members of a family, 
or (except in cases of distribution in 
liquidation) between an individual and 
a corporation in which such individual 
owns directly or indirectly more than 
50% in value of the outstanding stock. 
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An individual shall be considered as 
owning the stock owned directly or in- 
directly by his family, and the “family” 
of an individual shall include his broth- 
ers and sisters (whether by whole blood 
or half-blood), spouse, ancestors and 
lineal descendents. 

This section was obviously designed to 
prevent tax avoidance by virtue of sales 
between the members of a family. Here- 
tofore the Bureau has been concerned 
solely with the bona fides of the transac- 
tions, and if satisfied that an actual sale 
was made, the losses resulting therefrom 
were deductible. This worry has been 
eliminated and similarly in the case of 
sales between individuals and corpora- 
tions largely controlled by such individ- 
uals. While the definition of family is 
fairly broad, it still does not attempt 
to reach out into the broader collateral - 
relationships. 


Section 25—Earned Income Credit 


It has always been urged by many that 
any income tax should make a preferen- 
tial distinction in favor of income which 
has been earned as compared with in- 
come which flows from investments. The 
Revenue Acts of 1924, 1926 and 1928 
contained a limited credit for earned in- 
come which was eliminated in the 1932 
statute. Nevertheless, in actual fact in- 
come received from dividends has al- 
ways paid less tax than earned income, 
since dividends are not subject to the 
normal tax, and this preference in favor 
of investment income still exists in the 
present law. By way of lip service to the 
principle that earned income should re- 
ceive favored treatment, the present Act 
restores the distinction and applies a 
formula which is much simpler than 
under the prior Acts since it does not 
involve a separate complete recomputa- 
tion of the tax. Under the new law for 
purpose of the normal tax only, individ- 
uals are allowed a credit against net 
income equal to 10% of the amount of 
the earned net income but limited in any 
event so as to provide that earned net 
income should not be considered to be 
more than $14,000. Where the entire net 
income does not exceed $3,000, the entire 
net income is conclusively presumed to 
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be earned. To illustrate, the application 
of this provision, if a taxpayer has 
earned net income from salary or pro- 
fession of $20,000, he will be allowed as 
a credit against his net income subject 
to normal tax an earned income credit 
of $14,000. The substance of the favor 
is that the tax reduction can never ex- 
ceed $56 and the provision is therefore 
of importance only to the taxpayers in 
the very lowest brackets. 


Sections 26, 201, 203, 204—Credits of 
Corporation Against Net Income 


Section 26 has been amended to read 
as follows: “For the purpose only of the 
tax imposed by Section 13, there shall be 
allowed as a credit against net income the 
amount received as interest upon obliga- 
tions of the United States or of corpora- 
tions organized under Act of Congress 
which is allowed to an individual as a 
credit for purposes of normal tax by 
Section 25(a) (2) or (3).” 


Sections 42 and 43—Period in which 


Items of Gross Income Included 
and for which Deductions and 
Credits Taken 


There has been added to the Section 
for taxing of individual income a new 
provision for the purpose of taxing 
amounts accrued in favor of a taxpayer 
up to the time of his death, for the period 
in which death occurs if the same is not 
otherwise properly includible for such 
period or a prior period. Correspondingly 
deductions in favor of the taxpayer are 
likewise allowed. 

The above provisions have been made 
necessary as a result of court decisions 
which have held that income accrued in 
favor of a taxpayer who keeps his books 
on a cash basis is not income taxable 
against the decedent and also that it is 
not income to his estate. The net result 
would be that under such circumstances 
no tax would be imposed. The changes 
above are designed to correct that situa- 
tion. 


Section 44(b) and (d)—Instalment 
sales 


The limitation in the Revenue Act of 
1932 allowing the use of the instalment 
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method for reporting income in those 
cases where the initial payments do not 
exceed 40% of the selling price has been 
changed by reducing the 40% require- 
ment to 30%. This will limit the range of 
the application of the instalment basis, 
but this present requirement of 30% is 
above the 25% limit originally obtaining 
under the instalment provision. Further, 
it may be observed that under present eco- 
nomic conditions the amount of cash pass- 
ing upon sales is often sharply reduced so 
that many sales will still obtain the bene- 
fits of this provision. 

Section 44(d) providing for the method 
of computing gain or loss upon disposi- 
tion of instalment obligations has been 
amended to conform to the capital gain 
provisions now contained in Section 117 
of the new law. The amendment provides 
that gain or loss resulting from the dis- 
position of an instalment obligation shall 
be considered as resulting from the sale 
or exchange of the property in respect of 
which the instalment obligation was re- 
ceived. The effect of this amendment will 
be that in computing the percentages tax- 
able under the time provisions in the capi- 
tal gain and loss section, the instalment 
obligation will be considered as having 
been held for the same period as the prop- 
erty for which it was received, had such 
property not been sold. 


PUBLICITY 
Section 55(b)—Publicity of Income 
Section 148 Tax Return Data 


Under a new publicity provision in the 
Act resulting from amendments intro- 
duced on the floor of the Senate, every 
person required to file an income tax re- 
turn must in addition file with his return, 
upon a form prescribed by the Commis- 
sioner, a correct statement of the follow- 
ing items shown upon his return: 

(1) Name and address, 

(2) Total gross income, 

(3) Total deductions, 

(4) Amount of net income, 

(5) Total credits against net income, 

(6) Amount of tax payable. 
In the event of failure to file such notice 
with his return, it will be prepared by the 

(Continued on page 647) 























Germantown Academy 


Seg ngs children of today may 
be the well educated grown-ups 


of tomorrow if you establish a 
trust fund now, or by Will, 
with the Provident Trust 
Company of Philadelphia. 
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Secretary of the Treasury—1861-1864 


’ ‘HE CHASE is a commercial bank 
offering every practical facility and 


convenience known to modern banking. 


The Bank’s background of long experi- 
ence and service and the advantages of 
its international -facilities have attracted 
the accounts of banks, bankers, business 
houses and individuals from all parts of 


the world. 
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CAPITAL TAXES FOR SOCIAL REFORM 


Present Conditions Emphasize Importance of Immediate Consideration of 
Trust Service as Possible Aid in Solving Problems 
Confronting Heads of Families 


Cc. E. KIMBALL 
Trust Officer, Chemical Bank & Trust Company, New York 


HEN national life is subject to 
\ \ economic change or upheaval, the 
intentions and will of the in- 
dividual as expressed in the wills and 
trust instruments he has made for the 
maintenance or disposition of family 
property are almost certain to fall short 
of meeting the social and economic re- 
quirements of the times, and in particu- 
lar those social trends which express 
themselves in taxes. The extent and 
severity of capital taxes vary not only 
with the revenue needs of the Govern- 
ment, but with the strength of the move- 
ment for social change through redistri- 
bution of property; and while generally 
movements for social reform are accentu- 
ated by poor economic conditions, we 
need look no further than the increase in 
the Federal Estate Tax which took place 
in 1924 at a time when, due to a surplus 
in the Federal Treasury, other Federal 
taxes were being reduced several hundred 
millions to support the assertion that the 
extent and direction of movements for 
social change through capital taxes are 
not entirely dependent on economic con- 
ditions and cannot well be calculated in 
advance. 

The two factors favoring an increase 
in capital taxes are therefore—the gen- 
eral increase in cost of government oper- 
ation, and the growing sentiment for 
capital taxes to redistribute property. It 
must be recognized that in the United 
States sentiments favoring the moderate 


use of capital taxes are shared by some . 


persons of great wealth as well as by 
those of moderate means. 

As capital taxes make more difficult 
the carrying out of the natural desire of 
the individual to retain and pass on such 
wealth as he possesses to members of 
his family and the desire of the pro- 
prietor of a family enterprise or business 
to preserve the continuity of manage- 
ment and control, it is natural for the 


individual to examine into the law affect- 
ing his property so as to save as great a 
portion as is properly possible of his 
capital, first, for the security of himself 
and his family and, second, for the main- 
tenance of some enterprise which repre- 
sents his life work. Most governments 
recognize that when an individual de- 
spairs of security for himself and his 
family his resulting actions are not for 
the benefit of the commonwealth. From 
these reasons has arisen a reluctance on 
the part of legislators and of government 
officials to push capital taxes to the point 
where they would discourage the effort 
to utilize and accumulate wealth and the 
natural desire which an individual holds 
to preserve this fortune in the interest 
of his family. 

It happens that the Federal Estate 
Tax and, to a lesser* degree, the Federal 
Gift Tax, which are the chief tax in- 
struments for social reform, contain lit- 
tle recognition that the rights of the 
immediate family to inherit or receive 
property are greater than the rights of 
a distant relative or an individual un- 
related to the owner or the decedent, the 
Federal Estate Tax making no differen- 
tiation in rates between the recipients of 
the money, unless perhaps the provision 
that the same estate shall not be taxed 
twice within five years shows some recog- 
nition of the importance of preserving a 
competence for the support of the family 
unit. 


Survival of a Fortune May Hinge on Infre- 
quency of Transfer 

As the Federal Government will not 
tax the same estate because of successive 
transfers upon death within five years 
of one another, so in the case of suc- 
cessive transfers occurring at a greater 
period than five years, there will be an 
~ * The Gift Tax provides annual exemptions of five 


thousand dollars each, covering gifts to any number 
of different persons. 
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inevitable tax. It is, therefore, clear that 
the elements of chance if allowed free 
play will, to some extent, determine the 
survival of family fortunes, and if death 
of husband, wife and child occur at six 
year intervals, the grandchildren or 
whatever heirs there may happen to be 
will receive comparatively little. 

In the face of such uncertainty (due 
to the basing of the second tax on the 
length of the time of survival). the ques- 
tion arises as to what the attitude of the 
individual should be toward mitigating 
the cumulative effect of successive Estate 
Taxes. 

It is not the purpose of this article 
to suggest a general formula which will 
fit any family situation, but rather to 
emphasize the advisability of appreciat- 
ing and understanding the effect of the 
current legislation and that of the past 
decade, and the desirability of altering 
one’s will or other trust instruments 
which are not in harmony with the con- 
ditions under which they may be called 
into operation. 


Alternative Courses Offered by the 
Government 

With the Revenue Act of 1932 was 
included a Gift Tax, the rates of which 
were, in effect, lower than those of the 
Federal Estate Tax so that the double 
feature of this Act offered to the in- 
dividual alternative courses, either to 
give away property under provisions of 
the Gift Tax, the Federal Government 
accepting a lower total tax in the present 
in lieu of a greater Federal and State 
combined tax at death, or to hold all 
property until the date of death and 
accept the chance of a higher or lower 
tax being in effect at that time. 


Effect of Progressive Rates 

The decision which the head of every 
family must make as to the transfer of 
his property is somewhat affected by the 
progressive nature of the rates of taxa- 
tion contained in the Federal and State 
laws. A very casual examination of the 
Tax Tables will convince the reader that 
it is cheaper to transfer property in 
small amounts than in bulk, so that 
theoretically the greatest efficiency in 
preserving family property would lie in 
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transferring a part under the Gift Tax 
and a part under the provisions of the 
Estate Tax. 


The Effectiveness of Trusts 


The question naturally arises as to 
whether within the family circle trans- 
fers cannot with some advantage be 
made to trustees rather than outright 
to individuals, the length of the trust 
alleviating to some extent the danger 
of several successive capital taxes occur- 
ring upon the death of individual mem- 
bers, thus destroying beyond recognition 
the structure of the family fortune.* 

Here again general suggestions are of 
little use. The Gift Tax is payable upon 
the creation of an irrevocable trust at 
the same rates as upon the making of 
an outright gift, and it is impossible 
to consider the tax situation without 
examining into the nature of the prop- 
erty, its suitability for trust transfer 
and the size of the family and the age 
of its members. 

The head of a family who has made 
adequate provisions for its dependent 
members is universally regarded as hav- 
ing performed a public duty, and the 
conveyance of property to a trustee for 
the benefit of dependent members of the 
family is the most commonly accepted 
method for making such provisions. 

It is perhaps pertinent to mention the 
effect of the creation of trusts upon the 
economic welfare of the country. In so far 
as trusts place property where it cannot 
be readily used by the younger genera- 
tions in the normal enterprises of their 
times, there may be some loss of valuable 
initiative. However, as trusts give con- 
tinuous purchasing power to dependent 
persons they are, no doubt, highly bene- 
ficial and desirable, and there is no loss 
to the nation so long as capital is kept 
invested in conservative national enter- 
prises. The effect of creating a trust can, 
therefore, be safely left to the head of 
a family and to him or her must fall also 
the decision as to whether the loss of 
interest on the amount of Gift Tax paid 
for the creation of a trust at the present 
time is of more importance than the 
greater amount of capital which must 
eventually be paid over in the form of 
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taxes in case property passes under a 
will. It must be remembered that if the 
present progressive rates of tax are con- 
tinued unchanged, the future value of 
property, as expressed in currency, will 
control the rate of taxation, an increase 
in dollar value of the identical property 
throwing it into a higher tax bracket. 
In conclusion it is significant of pres- 
ent economic and social conditions that 
the head of a family can neither afford 
to delegate the making of decisions 
involving trust matters to others nor to 
postpone indefinitely the consideration 
and investigation of these problems. 


Epitor’s Note: Trusts are very generally 
used to eliminate successive taxes on the 
same family assets at death. As a matter 
of fact in New York State where the 
absolute ownership of personal property 
can not be suspended (with certain excep- 
tions for minors) by any limitation or 
condition for a longer period than during 
the continuance and until the termination 
of not more than two lives in being at the 
date of the instrument containing such 
limitation or condition, trusts are often 
extended so as to carry the estate in trust 
into the hands of grandchildren. In states 
where the common law rule against per- 

+ petuities is in effect the possibilities of 
saving are of course greater. The Federal 
Government apparently recognized the 
necessity of such saving in the so-called 
“five year grace” period between succes- 
Sive taxes. 


Injustice to Savings Depositors 
in Government Policies 


That a great injustice is being done 
to every savings bank depositor was an 
opinion expressed by James P. Warburg, 
vice chairman of the Bank of the Man- 
hattan Company, New York, in an ad- 
dress delivered May 17 before the 
National Association of Mutual Savings 
Banks. 

The Government’s policy of “deliber- 
ately depreciating the dollar in order to 
raise prices and lighten the so-called 
‘burden of debt’,”” Mr. Warburg asserted, 
is actually depriving the savings depos- 
itor of part of his savings; and other 
governmental policies threaten to deny 
him “the opportunity of receiving a fair 
return on his savings.” 

Amplifying the first of these points, 
Mr. Warburg said that “the dollar is 
probably still about an eighty-five to 
ninety cent dollar in internal purchasing 
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power,” and that the savings depositor, 
unless he intended to spend his money 
abroad, “has so far only lost at most a 
sixth of his savings.” He cited reasons 
for the belief that they “must look for- 
ward to a certain shrinkage of forty per 
cent. in the value of their savings ac- 
counts if the Government is successful 
in making the devaluation theory work.” 

The Securities Act of 1933 and the 
proposed National Securities Exchange 
Act of 1934 were mentioned as specific 
factors tending to deprive depositors of 
a fair return on their savings. In sum- 
marizing the points raised and in urg- 
ing the savings bank officials to exert 
their influence against all measures be- 
lieved to be unsound, Mr. Warburg con- 
cluded his address as follows: 

“If the government is to be the one great 
spender, the one great employer of men, the 
one great borrower of funds—if private en- 
terprise is to be unable to find capital to 
replace outworn plant and machinery except 
by going to the government—if bankers are 
no longer to perform their traditional func- 
tion of bringing together the accumulators 
of savings with productive enterprise, which 
legitimately requires capital, and if that 
function is henceforth to be exercised by 
the government— 

“Then, it is difficult to see how you gentle- 
men are going to be able to find investments 
which will provide safety for your depositors 
and at the same time enable you to pay them 
a reasonable rate of return. 

“We have gone far down the road which 
leads to the abandonment of an economic 
order based upon the hope of reward for 
work or enterprise. We have done this, to 
my mind, because, in our perfectly proper 
desire for reform, we have not fully realized 
the dangers of going too far in the direction 
of government planning and control. But we 
have not gone too far to turn back. 

“If you agree with me that the American 
people do not want a further debasement of 
the dollar, do not want an alteration of their 
basic form of economy, and do not want the 
change in the form of government which 
such an economic alteration would involve, 
then I know of no group of men who can 
exercise a greater influence in helping the 
American people to face the fundamental 
issues which are at stake. I know of no 
group of men who can state their convictions 
with so little fear that they will be accused 
of serving any other interest than that of 
the masses whom they represent.” 
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HOW TRUSTS ARE AFFECTED WHEN ONE BANK’S 
ASSETS ARE SOLD TO ANOTHER 


LESLIE COLEMAN 
Vice-President and Trust Officer, San Jacinto National Bank of Houston, Texas 


T early common law corporations 
A were held not to have the power to 
act in any fiduciary capacity, on 
the theory that a corporation has no soul, 
that it is a mechanical thing, in which 
no trust or confidence can be bestowed 
and because of these disqualifications it 
would be impossible for it to act in a 
capacity which is primarily based upon 
confidence in an individual’s integrity 
and ability. As time passed, however, this 
concept changed and the Courts began 
to look with favor upon a corporate trus- 
tee, the law looking behind the inanimate 
being of the corporation and seeing the 
individuals composing or making up the 
corporate existence. These very disquali- 
fications, which originally prevented the 
corporation from acting as Trustee, 
make it possible in the event of a merger 
or consolidation of two corporations to 
take over the trusteeships held by the 
original corporations. 

Upon the death of an individual, there 
can be no question under the law, but 
that the trusteeship dies likewise and his 
substitute must be appointed in accord- 
ance with the trust agreement or by the 
proper court, although under common 
law in connection with trusts concerning 
real estate, it has been held that title to 
the property would descend to the heirs 
of the trustee, but that any beneficiary 
under the trust could have a substitute 
appointed by the courts. 

When a corporation is acting as trus- 
tee, however, you are not looking at the 
honesty or efficiency of any particular 
individual, since the corporation’s entire 
ownership, personnel and management 
can be changed at any time and in vari- 
ous ways. Consolidations or mergers are 
merely one form or manner of accom- 
plishing such a change. Corporations in 
their being are entirely statutory and 
their rights, powers and liabilities are 
covered by such statutes, so that the 


rights of a corporation to exercise trus- - 


teeships held by the predecessor corpora- 


? 


tion must be covered by the statutes un- 
der which they have been created. If 
there is no definite statement in the stat- 
utes on the subject, then the general 
enabling statutes must be construed by 
the courts to determine the intention of 
the legislature. 


Court Interpretations 


There have been various decisions as 
to the effect on the constituent corpora- 
tions which are the basis of a consolida- 
tion. The strictly technical definition of 
consolidation, as given in Corpus Juris, 
would tend to the belief that a consolida- 
tion of two corporations would terminate 
the being of the corporations so consoli- 
dated and a new corporation would be 
formed. In the event of a merger the 
entity of the corporation merged would 
likewise be destroyed, but these inter- 
pretations have been broadened by usage 
and practice until today a second inter- 
pretation would apply, namely: that upon 
the consolidation or merger of two cor- 
porations the existence of either corpora- 
tion is not extinguished, but that the 
two merely merge and become a part of 
a new entity, which is the result of such 
merger or consolidation, and the new 
corporation will retain all the rights, 
powers and liability of its predecessors. 

Texas Courts have left the question of 
whether the old institutions are extin- 
guished or not to be determined by the 
intention of the parties. On the theory 
that the existence of the corporations 
consolidating are continued, then it 
would be easy to reach the conclusion 
that the new corporation formed by’ the 
amalgamation of two or more corpora- 
tions might take over the duties and ob- 
ligations of the trusteeships formerly 
exercised by any of the consolidating 
corporations. It would appear from the 
trend of opinions of courts today that 
they will lean to this construction and 
allow the new corporation to exercise 
trust powers formerly exercised by the 
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corporations which have merged. In 
Texas there is no definite statute enact- 
ment controlling this point and it will 
possibly be to the advantage of trust 
companies for such a statute to be 
passed. 


Laws and Regulations 


National banks consolidating or merg- 
ing with each other or with a state bank 
are expressly authorized to take over the 
trust powers of such banks under the 
Federal Reserve Act and the regulations 
issued by the Federal Reserve Board. 
Regulation “F,” Series 1930, Sec. III 
(same wording as Series of 1928), reads 
as follows: 

“Where two or more national banks con- 
solidate under the provisions of the act of 
November 17, 1918, and any one of such banks 
has prior to such consolidation received a 
permit from the Federal Reserve Board to 
act in fiduciary capacities, the rights exist- 
ing under such permit pass by operation of 
law to the consolidated bank and the consoli- 
dated bank may exercise such fiduciary pow- 
ers in the same manner, and to the same 
extent as the bank to which such permit was 
originally issued. In order that the consoli- 
dated bank’s records may be complete and 
its right to exercise such fiduciary powers 
may not be questioned, however, it is advis- 
able for the consolidated bank to obtain from 
the Federal Reserve Board a permit to exer- 
cise fiduciary powers in its own name. Such 
a permit may be applied for in advance of 
the consolidation and may be issued in the 
name of the consolidated bank effective 
when the consolidation is consummated.” 

Section 2 of the act of November 7, 
1918, as amended by Section I of the Act 
of February 25, 1917, which authorizes 
any bank, trust company, savings bank, 
or other banking institution incorporated 
under the laws of any state or of the 
District of Columbia to be consolidated 
directly with a national bank located in 
the ‘same county, city, town or village 
under the charter of such national bank, 
provides in part that when such consoli- 
dation is effected that the said consoli- 
dated national banking association into 
which it is consolidated, without any 
deed or transfer, shall hold and enjoy the 
same and all the rights, franchises, and 
interest, including the rights of succes- 
sion as trustee, executor or any other 
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capacity in the same manner and to the 
same extent as was held and enjoyed by 
such state or district bank so consoli- 
dated with such national banking asso- 
ciation. 

With this in mind it can readily be 
seen that the question of effect on trust 
funds of consolidation or merger of na- 
tional banks with each other or with 
state institutions or the sale of all the 
assets of such banks to each other has 
been definitely settled, so that any ques- 
tions which may arise must result from 
the consolidation or merger of state in- 
stitutions. 


Two Trends of Our Courts 


Several cases may be cited to show two 
trends of our Courts. 

One is an Illinois case, styled “The 
Chicago Title and Trust Company vs. 
Zimser et al” 264 Illinois 31. It was a 
test case brought for the express purpose 
of deciding whether trust powers held by 
a bank or trust company would pass to 
a bank or trust company resulting from 
the consolidation of the bank or trust 
company originally named in the fidu- 
ciary capacity. 

The court gave a very able discussion 
of the effect of consolidation on trust 
powers, stating that it was a question of 
interpretation of. the statutes as to 
whether it was the intention of the legis- 
lature to terminate the corporate being 
of the original corporation and to create 
an entirely new corporate existence, 
stating that the legislative intent gov- 
erned entirely, and finally decided that a 
merger or consolidation of two such cor- 
porations would kill the entities of the 
existing corporations, and that as a re- 
sult, the new corporation would not 
automatically assume trust powers pos- 
sessed by the preceding corporations. 

The court interpreted the will appoint- 
ing the original executor to mean that 
the testator had appointed this executor 
in compliance with the statutory regula- 
tions then in existence, and such regula- 
tions as might be enacted thereafter 
since the right of the descent of prop- 
erty is not an inherent right, -but is 
purely statutory, the legislature having 
the authority to say to whom a man’s 
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property is to be distributed in a like 
manner. After so interpreting the will, 
the court then goes further and states 
that in the light of such interpretation, 
it is not necessary to find the testator’s 
intention as to what he desired in the 
event of a consolidation of the bank 
named as executor, but to only consider 
the legislative intent in allowing the con- 
solidation. It was held to be clear that it 
was the intention of the legislature to 
allow the corporation resulting from the 
consolidation to take over the rights, 
powers and liabilities of the corporations 
involved in the consolidation. 

A New York case, styled “The Matter 
of Berg Dorf,” cited in 99 N.E.714, 
reached the same result in interpreting 
the New York statutes. In this case a 
trust company had been named executor 
of a will, and prior to the decease of the 
testator, had consolidated with another 
trust company, but the will had not been 
changed. On the same line of reasoning 
as in the Illinois case, the court held that 
in interpreting the intention of the tes- 
tator in the light of statutory enactment, 
the will of the testator would be con- 
strued to allow the substitution of the 
consolidated corporation. Considering 
_ these provisions, the court then held that 
it was the intent of the legislature that 
the corporations resuiting from the con- 
solidation should take over all of the 
trust powers of the preceding corpora- 
tions and should be appointed as substi- 
tute executor or trustee under any will 
or trust agreement appointing the com- 
ponent corporations as trustee or in some 
fiduciary capacity. 

If we carry the New York ruling as 
set out in the above case to its logical 
conclusion, however, stating that the new 
corporation is not a continuation of the 
life of the preceding corporations, but is 
a new being, and that the old corpora- 
tions have ceased to exist, then it occurs 
to me that if one of the banks consoli- 
dating had been appointed by a court as 
administrator or guardian of an estate, 
that such appointment would be ter- 
minated by the extinguishment of the 
original corporation, and that there 
would be no interpretation which would 
allow the corporation resulting from the 
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consolidation to take over such powers, 
except by a new appointment from the 
court originally appointing the bank 
which was later consolidated. 


Situation in Texas 

Article 1316 of the Revised Statutes 
of Texas reads as follows: 

“Any two or more of such corporations 
may revive and consolidate their charters 
under a new corporate name, or under the 
name of either, with all privileges, immuni- 
ties and rights of property, real and per- 
sonal, enjoyed by each at the date of the 
expiration of their several charters by, in 
like manner, filing a charter which shall 
recite the facts of consolidation, accom- 
panied by certified copies of said original 
charters; provided the provisions thereof 
shall not be construed to relieve any corpo- 
ration from the payment of occupation taxes, 
now or hereafter required by law.” 

The above article, although not direct- 
ly expressive as to the desire of the legis- 
lature to allow the resulting corporation 
from a consolidation to take over trust 
powers of the original corporations, 
does, however, show an intent to give 
such corporation all the rights, powers 
and liabilities possessed by its predeces- 
sors. Even though the courts of this 
state were to follow the New York rul- 
ing that the existence of the original 
corporations would not continue in the 
new corporation, which they do not ap- 
pear to do, the new corporation could 
still under the theory of the New York 
law continue to act in a fiduciary capac- 
ity under all wills or trust agreements 
and the question of succession would be 
limited to court trusts, i. e., administra- 
tions, guardianships, receiverships, etc. 

Effect of Partial Sale of Assets 

A sale of only a part of the assets of 
one institution to another presents a 
much more difficult problem, however, 
since the original institution continues 
in existence, not to do an active business, 
but to liquidate such assets as were not 
acceptable to the purchasing institution, 
and since it continues in existence, there 
can be no theory which would allow trus- 
teeships, under which it was acting, to be 
transferred to the new institution, either 
through the continuation of its previous 
existence or by interpretation of the 
various trust instruments originally 
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creating the trusteeships. Therefore, in 
order for the purchasing institution to 
take over the trusts of the original in- 
stitution, it becomes necessary for the 
original bank or trust company to resign 
from the various trust capacities in 
which it was acting, and when no sub- 
stitute trustee is set out in the instru- 
ment, for the buying institution to be 
appointed by the proper court. If a sub- 
stitute trustee is named in the instru- 
ment, then such substitute trustee may 
refuse to act, in order for a Court to be 
in position to allow the new institution 
to qualify. Since the refusal to act by 
any other institution would possibly dis- 
qualify them for acting at any future 
time, this becomes a very serious re- 
quest to be made of them. It is well to 
obtain the consent of all the benefi- 
ciaries, who are of age, to this procedure 
before it is attempted, as in any such 
action, each beneficiary must be served 
with notice and has the opportunity to 
present to the court a plea that some 
other trustee be appointed. The institu- 
tion with which the writer is connected, 
however, has worked out the transfer of 
practically all the trusts for which its 


Spirit of Cooperation Increasing 
Between Banks and Auditors 


“It is my observation that the auditing 
business is steadily being put on a higher 
plane, and there is a stronger spirit of co- 
operation with the banks than there has ever 
been before.” 

This was one of the statements made by 
Gilmer Winston, Chairman of the Board, 
Union Planters National Bank and Trust 
Company, Memphis, Tenn., before the con- 
vention of the Mississippi Bankers’ Associa- 
tion, held at Biloxi, May 15-16. 

Mr. Winston’s address was confined almost 
entirely to a discussion of bank credits. His 
only reference to trust departments was as 
follows: 

“If your bank maintains a trust depart- 
ment, give that department the same atten- 
tion that you give the loans of the bank, and 
what is highly important, keep the records 
of that department so that proof can be 
made that such supervision has been given. 
See to it that all trust securities are checked 
at frequent intervals, and that late and up- 
to-date information is on file supporting 
investments. Do not buy investments for the 





predecessor was acting as trustee with 
very little difficulty, owing to the co- 
operative spirit shown by the other insti- 
tutions named in the various instru- 


ments. 


Epitor’s Norte: In drafting trust clauses it has been 
the practice of many attorneys, especially during re- 
cent years, to exercise great care in their endeavor 
to provide by the terms of the instrument for such 
contingencies as referred to by Mr. Coleman. The 
wording of two provisions taken from actual trust 
instruments follows: 


Any company into which the trustee may be 
merged or with which it may be consolidated or any 
company resulting from any merger or consolidation 
to which the trustee shall be a party or from the con- 
version of the trustee from a national bank into a 
trust company or state bank or from a trust company 
into a national or state bank, or any corporation 
succeeding to the business of the trustee, shall be the 
successor of the trustee hereunder, without the execu- 
tion or filing of any paper or further act on the part 
of any of the parties hereto, anything herein to the 
contrary notwithstanding. 


The term “trustee” as used in this instrument, shall 
be construed and taken to mean the present trustee or 
any successor trustee whether such successor trustee 
be appointed in the manner prescribed by the terms 
of this instrument, the successor in interest of the 
present. trustee, the trustee which is the result of the 
merger or consolidation of the present trustee and one 
or more other banks to which said consolidated com- 
pany the interests of the present trustee have been 
transferred and assigned, any bank which shall ac- 
quire the trust business of the trustee, the assignee 
of all the right, title and interest of the present trus- 
tee, or a trustee appointed by a decree of a court of 
competent jurisdiction. 





trust department from the bank or any of 
its affiliates.” , 

Among his remarks of general interest 
were the following: 

“While I feel it is the duty of the banker 
to do his part in the new deal, I do not think 
that he is expected in any way to violate 
the fundamentals of sound banking, nor do 
I think he is expected to waste the money 
of his depositors or stockholders.” 

“Sound credit is a stimulant wisely used. 
Loose credit is a stimulant unwisely used, 
and has its bad after effects, and is more 
harmful than no credit at all.” 

He called attention to the causes of busi- 
ness failures as indicated by the 1932 
records of Dun and Bradstreet. 


Per Cent 
IY diigo asi wins eeukeenha eeeeeee 13.6 
NS COE POE PE Pee 3.0 
i ce os a araing weg deeb aaa aueiee 30.2 
EE no thi vc scdenacuedcaesmedon 1.0 
Extravagance, neglect, speculation and fraud 1.1 
I oD ss oh Rk Surg ole ite nnlendls Mucor Be | 
ON vcs ce cavekiescbkeshaeees 1.0 
Unfavorable circumstances .............+.. 49.0 


He said that failures from unfavorable 
circumstances rose from 16.3 per cent. in 
1923 to 49 per cent. in 1932. 
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Estates Containing 


English Assets 


HE settlement of estates containing English 
spain can be greatly facilitated by utilizing 
the services of the Guaranty Executor and 
Trustee Company Ltd., London, a subsidiary of 
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When appointed under an individual's will or 
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disposal. 
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our service from trust companies, banks, lawyers 
and other individuals. 
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TRUST BUSINESS AND THE “NEW DEAL” 
Obligations Assumed by Trust Institutions and Opportunities for 
Expanding Usefulness and Scope of Operations Discussed 
by Gilbert T. Stephenson 


able policies in the operation and 

extension of trust departments 
were embodied in an address on “Trust 
Business Under the New Deal,” delivered 
April 26, by Gilbert T. Stephenson, vice- 
president, Equitable Trust Company, 
Wilmington, Del., before the North Caro- 
lina Bankers’ Association at Pinehurst. 

“In order to obtain an authorized defi- 
nition or description of the New Deal as 
it applies to trust business,” Mr. Steph- 
enson said, “I have recently gone to the 
original source of information by read- 
ing President Roosevelt’s new book ‘On 
Our Way.’ 

“In the Foreword of that book he 
speaks of the New Deal as a satisfactory 
combination of Theodore Roosevelt’s 
Square Deal and Woodrow Wilson’s New 
Freedom. In amplification of the thought 
underlying this figurative language, he 
speaks (1) of a partnership between 
business and government, (2) police 
power of government to enforce fairness 
and justice in economic life, and (3) of 
the swing back in the direction of a 
wider distribution of the wealth and 
property of the nation. Other features 
of the New Deal described by President 
Roosevelt have little or no direct bearing 
upon trust business and need not be 
mentioned. But these elements of the 
New Deal, which for brevity’s sake I 
shall name (1) self-government of busi- 
ness, (2) government-regulation of busi- 
ness, and (3) wider distribution of 
wealth, must, to the extent they are 
realized, have a tremendous effect upon 
trust business. Such effect will, in all 
probability, express itself in three dif- 
ferent directions, namely (1) upon the 
nature of trust business itself, (2) upon 
the performance of trust service, and 
(3) upon the organization of trust in- 
stitutions. 

“The part of wisdom for trust men is 
to discover as soon as possible the 
changes in trust business being pro- 
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duced by the New Deal, to appraise the 
effect of those changes, and, by adapting 
trust service to the changes, to capital- 
ize the New Deal. 


Self-Government of Trust Business 

“The disposition of the Federal Govern- 
ment under the New Deal to work in part- 
nership with trust business is shown, first, 
by its requiring banks and trust companies 
to work out their own Code of Fair Compe- 
tition and, second, as regards trust business, 
by its accepting and adopting, without the 
change of a word, the Statement of Prin- 
ciples that had already been worked out and 
adopted by trust institutions themselves, 
without reference to the N. R. A. 

“The trust institutions of the United 
States in their Statement of Principles have 
voluntarily assumed 31 definite obligations. © 
Most of them are well established principles 
of law enforceable in courts of equity 
wherever the common law prevails. But in 
certain respects the Statement of Principles 
goes further than the established law, and 
in these respects at least trust institutions 
have undertaken self-government. 


Standard of Care 


“The Statement of Principles (Art. II, 
Sec. 3) declares that a trust institution shall 
exercise the care a prudent man familiar 
with such matters would exercise as trustee 
of the property of others. The phrase, as 
trustee of the property of others, is an act 
of self-government. The standard of care 
heretofore required of a trustee in most 
states is that of a reasonably prudent man 
in the management of his own affairs of a 
similar nature. Now trust institutions have 
voluntarily raised the standard of care by 
laying down as their yardstick the care of 
a prudent trustee. Hereafter they must 
measure themselves, not by the prudent 
man, but by the prudent trustee. From now 
on they cannot justify their conduct by 
showing that they did as well as a prudent 
man attending to his own business would 
have done but they must show that they did 
as well as a prudent man as trustee of the 
property of others would have done. 


Acquisition of Skill 
“The Statement of Principles prescribes 
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(Art. II, Sec. 2) that a trust institution 
must devote to its trust investments all the 
care and skill that it has or can reasonably 
acquire. The phrase, or can reasonably ac- 
quire, is an act of self-government. Under 
the general law a trustee is required to 
devote to the investment of trust funds only 
the care and skill that it has. This still is 
and, no doubt, will continue tobe the law 
for the individual trustee, who does not 
hold himself out as a professional trustee 
or make a business of serving as trustee. 
But the trust institution, which holds itself 
out as a professional trustee and which 
makes a business of serving as trustee, has 
now voluntarily assumed the additional 
obligation of acquiring skill in the invest- 
ment of trust funds. 

“In practice, this means that a trust in- 
stitution must make a systematic, scientific 
study of the investment of trust funds, that 
it must set up a trust investment organiza- 
tion, that it must subscribe to investment 
services and that it must attend and par- 
ticipate in conferences on trust investment 
subjects. These are the ways in which trust 
institutions acquire skill in the investment 
of trust funds, and trust institutions have 
assumed the obligation to devote to their 
trust investments all the skill they can 
reasonably acquire. 


Exercise of Composite Judgment 


“The Statement of Principles (Art. IV, 
Sec. 2) prescribes that a trust institution 
shall make, retain, or sell investments only 
upon the authority of an investment com- 
mittee composed of capable and experienced 
officers or directors of the institution. The 
phrase, only upon the authority of an in- 
vestment committee, is an act of self-gov- 
ernment. A trust institution, being a cor- 
poration, must, in the nature of things, act 
through its employees, officers, and direc- 
tors. Under this general law, if an execu- 
tive officer of a trust institution, acting on 
his sole judgment in making, retaining or 
selling trust investments, exercises the care 
of a prudent man with regard to his own 
investments, that exercise of care will be 
imputed to the trust institution. Now, how- 
ever, trust institutions, having voluntarily 
provided for an investment committee of 
officers or directors, must make, retain, or 
sell trust investments only upon the author- 
ity of such a committee. 

“In practice, it means that no one officer 
of a bank or trust company, whether presi- 
dent, vice-president, cashier, treasurer or 
trust officer—can properly make, retain, or 
sell trust investments upon his sole judg- 


Teese | 





ment, unsupported by the aid or approval 
of a regularly constituted and actually 
functioning investment committee of officers 
or directors. 


Application of Uniform Fees 


“The Statement of Principles (Art. V) 
prescribes that minimum fees in any com- 
munity for trust services shall be uniform 
and shall be applied uniformly and impar- 
tially to all customers alike. This whole 
section is an act of self-government. Under 
the general law a trust institution may 
render free trust services or may charge as 
little for its trust service as it pleases or 
as much as the court of equity deems con- 
scionable. Now, free trust services are abol- 
ished, minimum fees for recognized trust 
services are agreed upon and prescribed by 
local trust associations, and those fees are 
applied uniformly and impartially to all 
customers alike. 

“In practice, this means that free trust 
services even to customers of other depart- 
ments are no longer permissible, that fee- 
cutting among competing trust institutions 
is no longer countenanced, that special rates 
to favored customers need no longer be ex- 
pected, and that the minimum rates in force 
in the area of any local trust association 
must be respected by outside institutions 
entering the area to do trust business. From 
now on, the basis of competition among 
trust institutions is to be service and not 
fees. 

“The foregoing are only four of the 31 
obligations assumed by trust institutions as 
acts of self-government. The other 27 are 
equally binding upon them. Every trust 
man must now apply these obligations to 
his own institution and keep its practices in 
line with these principles. 


Government Regulation of Trust Business 


“In a true sprit of partnership, the Fed- 
eral Government under the New Deal now 
proposes to help trust institutions to en- 
force such of these self-imposed obligations 
as are beyond the reach of the courts of 
equity. The Federal Government, I take for 
granted, has no thought of interfering with 
the jurisdiction of the local courts of equity 
to which trust institutions are answerable 
in all their fiduciary capacities. But there 
are a good many of the 31 obligations in the 
Statement of Principles that do not yield 
to enforcement by courts. 

“For example, a court could not be ex- 
pected to prescribe the constitution or pro- 
cedure of an investment committee or the 
detailed steps to be taken in the acquisition 
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of skill in the management of trust invest- 
ments or the advertising policies (State- 
ment of Principles— Art. VI, Sec. 1) of 
trust institutions. Furthermore, the meeting 
of many of these obligations involves the 
adoption and application of practices, the 
enforcement of which is clearly beyond the 
province of the courts. 

“So, the government regulation of trust 
business under its police power may be ex- 
pected to take the turns, first, of enforcing 
the extra-legal obligations prescribed by the 
Statement of Principles and, second, of reg- 
ulating the practices of trust institutions in 
harmony with but outside the provisions of 
the Statement of Principles, neither of which 
turns involves conflict with or duplication 
of the function of the courts. 


Enforcement of Statement of Principles 


“In connection with compensation for 
trust service is an illustration of the way 
the Federal Government under its ‘police 
power to enforce fairness and justice,’ to 
use President Roosevelt’s own words, may 
enforce the Statement of Principles (Art. V). 

“Should a trust institution persist in 
rendering free trust services or in refusing 
to subscribe to uniform schedules of fees or 
in cutting fees, other trust institutions 
would find it difficult, if not impossible, to 
bring the offender to account in an ordinary 
court of law or equity. But under the en- 
forcement arm of the National Recovery 
Administration, to which arm the Admin- 
istrator expects from now on to devote 
most of his attention, the offending trust 
institutions may be brought to account, 
warned or penalized, and, if the offensive 
conduct should still be persisted in, put out 
of trust business. 

“The same enforcement arm may reach 
out to regulate the promotional efforts of 
trust institutions (Art. VI) and their re- 
lationships with the public, with the bar, 
and with life underwriters (Art. VII). 
That is to say, in their relations with their 
customers, trust institutions must (and un- 
der the New Deal will) remain under the 
unquestioned and undiminished jurisdiction 
of the local courts of equity, whereas, in 
their relations with one another and with 
third parties—the public, the bar and the 
life underwriter—from now on they will 
be under the protecting and enforcing arm 
of the National Recovery Administration. 


Regulation of Trust Practices 
“The internal administration of trust 
business has all along been under govern- 
ment supervision, which supervision has not 
only been accépted but has also been wel- 
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comed by trust institutions that are con- 
stantly trying to improve their methods. 
According as they are national banks, state 
member banks of the Federal Reserve Sys- 
tem, or state non-member banks, trust insti- 
tutions have been examined periodically by 
National Bank examiners or Federal Re- 
serve Bank examiners and by State Bank 
examiners. Heretofore, suggestions for the 
improvement of the trust practices of an 
institution have been largely in the nature 
of recommendations. From now on, under 
the New Deal, it may be anticipated that 
they will be in the nature of enforceable 
regulations. 

“In each of the Federal Reserve Districts 
an experienced trust man is being selected 
to develop and direct and supervise the ex- 
amination of trust departments. 

“As commercial banking is unified, which 
appears to be inevitable, the regulation of 
trust business, as an associate of banking, 
will, in all probability, be more and more 
standardized. 

“In view of this prospect of stricter and 
more extensivé and more nearly standard- 
ized government-regulation of trust business 
under the New Deal, the wise course for 
the trust man to take is to welcome all 
reasonable regulatory measures calculated 
to improve trust service, but at the same 
time to be vigilant in seeing and vigorous 
in insisting that such regulation shall not 
unnecessarily impair the self-government 
of trust institutions under the N. R. A. or 
interfere with the inherent jurisdiction of 
the local courts of equity. 


Wider Distribution of Wealth 


“When President Roosevelt speaks of a 
*wider distribution of wealth as being one 
of the necessary steps in the New Deal, he 
is stating an existing economic fact as well 
as a political aim. There is already in proc- 
ess, regardless of the New Deal, a wider 
distribution of wealth. It is coming about 
throughout the nation now as it came about 
in the South after the Civil War. Now as 
then, the money cost of war and of recon- 
struction is largely paid out of accumulated 
estates. The immediate destruction of prop- 
erty during war is followed by the gradual 
redistribution of property in paying the 
costs of war and its aftermath. Witness the 
mounting income and estate taxes! As peo- 
ple realize that in this sense the redistribu- 
tion of wealth is already under way, they 
may be expected to take a new attitude 
towards trust business. 


Demand for Immediate Trust Service 
“Today the thrifty American is far more 
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interested in creating or re-creating an 
estate sufficient for his own requirements 
and those of his wife, than he is in accumu- 
lating an estate to pass on to the next 
generation. During the past five years he 
has seen accumulated estates vanish. Today 
he faces the prospect of a large part of the 
remaining accumulations being taxed out 
of existence. He reasons that if he can 
accumulate a sufficiency for himself and his 
dependents, the next generation must take 
care of itself. 

“In this frame of mind, he is more in- 
terested in what the trust institution can 
do for him now and during his declining 
years than in what it can do for his children 
and grandchildren after his death. 

“In recognition of this attitude, the life 
insurance companies are emphasizing their 
annuity contracts. 

“If trust institutions are equally wise, 
they, too, will emphasize their immediate 
services—i. e., managing agencies for secur- 
ities and living trusts. Furthermore, they 
will encourage the creation of living trusts 
with comparatively small initial deposits to 
be built up by modest, periodic additions. 
In so doing they need not neglect future 
trust business under wills and life insurance 
trust agreements. Of this fact the trust 
institution may rest assured: If it helps 
its customer to create or to re-create his 
estate, it will stand a better chance of set- 
tling and administering whatever estate he 
leaves, than if it appears to be indifferent 
toward helping him to create or re-create 
his estate. 


Provision for Administering Small Trusts 


“Tf a trust institution encourages its cus- 
tomers to create small trusts, then it must 
be prepared to administer small trusts 
economically and profitably. 

(Mr. Stephenson’s further comments 
under this heading are embodied in the 
article in this issue on the commin- 
gling of trust funds.) 


Extension of Trust Service 


“A series of events—especially the closing 
of banks, dwindling of estates, and stricter 
requirements for engaging in trust business 
—has created an unexpected problem of 
making trust service available to all those 
who need it. 

“Today there are scarcely more than one- 
half as many banks as there were in 1920. 
Inasmuch as trust business in the United 
States is carried on almost entirely by banks 
and trust companies, it follows that with so 
many banks still closed, there are large 
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areas that are without trust service. For 
example, last week I was in a progressive 
city of over 100,000 that, since the closing 
of its leading bank in 1932, has not had a 
trust institution. Similarly other communi- 
ties now lack trust service. 

“The dwindling of estates has, quite prop- 
erly, discouraged the establishment of new 
trust institutions. Experience has taught 
that, after the establishment of a trust de- 
partment, there must follow a period of 
gestation, varying from five to ten years, 
before profits may be reasonably expected. 
Investors are not yet disposed to wait five 
or ten years for returns on their present 
capital outlays. 

“The stricter requirements for engaging 
in trust business being imposed by both the 
state and federal governments is a still 
further deterrent to the establishment of 
new trust institutions. The licensing author- 
ities are now charged with the duty not to 
grant a permit to a bank or trust company 
to engage in trust business unless there is 
a real need for a trust department. In fact, 
the Statement of Principles (Art. VI, Sec. 3) 
declares that a new trust department should 
be established only if there is enough poten- 
tial trust business within the trade area of 
the institution to justify the proper per- 
sonnel and equipment. 

“The second volume of the forthcoming 
textbook on Trust Business of the American 
Institute of Banking contains a chapter on 
the field for trust service which is designed 
to suggest to government authorities, trust 
men, and students, ways of determining 
whether or not there is enough potential 
business in any given trade area to justify 
the establishment of a new trust depart- 
ment. I commend the reading of this chapter 
to anyone who is considering the establish- 
ment of a new trust department. 

“Furthermore, stricter regulations of ex- 
isting trust departments, both under the 
rules for examining trust departments and 
the Statement of Principles, may influence 
some of the banks and trust companies still 
conducting trust departments as a side- 
issue to commercial banking to withdraw 
from the trust field and devote themselves 
exclusively to commercial banking. 

“All in all, there is a real possibility that 
many communities in the United States for 
some time to come may not be adequately 
supplied with trust service. In view of this 
possibility, I think that it would be well for 
existing, well established trust institutions 
to give careful thought to the development of 
branch trust systems, like those of Canada 
and, to a less extent, those of England, 


aiming to secure local personal service 
and centralized investment management. I 
mention this only because I feel that, unless 
trust service is kept general, popular, and 
democratic, trust business everywhere may 
lose some of the momentum it has been over 
100 years in acquiring. The second volume 
of the textbook on Trust Business also con- 
tains a chapter on branch trust systems 
which may well be read in connection with 
the establishment of branch trust offices. 


Future of Trust Business 


“As I contemplate the future of trust 
business under the New Deal, I am hopeful 
and, in fact, confident. 

“Trust business should remain an associ- 
ate of banking and be recognized as an equal 
partner. The suggestion, made a few months 
ago, of the separation of banking and trust 
business in the interest of unifying the 
banking system brought to students of trust 
business generally a realization of the neces- 
sity of keeping trust business and banking 
in association with each other if trust serv- 
ice is to be made available to all persons 
and institutions that need trust service. 

“Trust institutions are now assured by 
the Code of reasonable compensation for 
their services based upon the cost of the 
service rendered and the responsibilities 
assumed. 

“Trust services are being adapted to the 
requirements of present day economic and 
social conditions—that is, that trust serv- 
ices shail be rendered to men and women 
now, as well as in the future to their chil- 
dren and grandchildren, that small trusts 
shall be administered as economically and 
profitably as large trusts, and that trust 
service shall be made available to all persons 
who need it, whether living in remote com- 
munities or in metropolitan districts. 

“In the words of President Roosevelt in 
his radio address of last October 22, ‘That 
does not mean, my friends, that I am satis- 
fied or that you are satisfied that our work 
is ended. We have a long way to go but we 
are on the way.’” 


New Real Estate Institute Head 


Howard E. Haynie, Chicago, has been ap- 
pointed president of the new Institute of 
Real Estate Management of the National 
Association of Real Estate Boards. He will 
fill the unexpired term caused by the resig- 
nation of Kenneth Cotton Brown, Chicago. 
Mr. Brown’s resignation was made necessary 
by pressure of his private work at a time 
when the new Institute is going into active 
operation. 
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Trust Men Urged by Sam W. Fulton to “Sell Your Ideas to Your 
Management”—Great Future Forecast 


rT T is axiomatic that the public can- 
I not be expected to attach any 
more importance to trust service 
than does the management itself,” Sam 
W. Fulton, trust officer of the Mercantile 
National Bank, Dallas, Texas, told mem- 
bers of the Trust Section of the Okla- 
homa Bankers’ Association at a meeting 
held May 8 at Tulsa. 

“If you really believe that in trust 
work. you are dealing with an absolutely 
fundamental human need, if you. believe 
that your trust department has the 
greatest possibilities for future develop- 
ment of any part of modern banking 
service, go and sell those ideas to your 
management. The management is too 
deeply engrossed in other problems to 
come to you. You will either find a sym- 
pathetic response to your representations 
or find out that you’re pulling on the 
wrong oar in your boat. 

“There can be no doubt in your mind 
as to my optimistic view for the future 
of the trust business. Let me remind 
you that we cannot send a boy to school 
for one year and turn him out educated. 
Neither can you expect any sudden 
manifestation of enthusiasm for your de- 
partment from a single presentation of 
your views to your management. Making 
the sale may be a long and tedious—but 
nevertheless worth-while process. Keep- 
ing it sold will be less difficult and much 
more pleasant.” 

Mr. Fulton spoke of the advantages of 
proper titles to those engaged in trust 
department work and drew attention to 
the fact that no other department needs 
quarters “so nearly comparable to a com- 
fortable club room or a home living 
room. In this connection, he said, ‘““Men 
who pour out their hopes and ambitions 
for their wives and children—and wid- 
ows and orphans who subsequently seek 
the counsel and guidance of the trust 
officer, must be received in the most 
private and comfortable surroundings 
which can be accorded them in any 
bank.” 


Profits of Trust Departments 

To illustrate the important part played by 
trust departments in providing profits for an 
institution, Mr. Fulton referred to the report 
of the Comptroller of the Currency for the 
year ended June 30, 1932. 

“National banks in Oklahoma had a gross 
income of $17,000,000, but showed a deficit 
of more than $3,000,000 before dividends. 
The trust department gross income for the 
same year was only. $107,000, but assuming 
that at least thirty per cent. of that gross 
was net, your operations were infinitely 
more profitable than those of all the rest 
of the bank. Our showing in Texas for the 
same period was little or no better. Our 
national banks grossed $45,000,000 and lost 
$5,000,000 on total operations for the year. 
Our national bank trust departments earned 
only $356,000, but certainly handed the man- 
agement at least $100,000 to apply against 
the misfortunes of the other departments. 

“IT have been interested to observe that 
if the trust departments of national banks 
made thirty per cent. of their gross income 
for net in the year referred to, that such 
net might have been applied to any one of 
the following purposes. It would have paid 
thirty-two per cent. of all of the interest 
paid on borrowed money, or it would have 
paid twenty-seven per cent. of the interest 
paid to correspondent banks. It would have 
paid fourteen per cent. of all the taxes 
levied against national banks, or it would 
have paid forty per cent. of the deprecia- 
tion charged off on banking house, furniture 
and fixtures. When you consider that these 
last two items, taxes and depreciation, are . 
fixed charges, and that all the rest of the 
national bank operations were carried on at 
a dead loss for that particular year, I think 
you will agree with me that our seemingly 
insignificant trust net dollars were of real 
importance to the institutions earning 
them.” 

Mr. Fulton expressed the opinion that the 
amount of business now done by trust insti- 
tutions is insignificant compared with the 
volume that might be obtained. Quoting 
figures obtained from Paul S. Chalfant of 
The Purse Company, he said, “It shames a 
Texan to admit to you that a total of seven- 
teen per cent. of the wills probated last 
year in Tulsa named corporate executors, 
while we can claim in Dallas not more 
than five per cent. of corporate executors 
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out of the total number of wills probated.” 

In support of the belief that greater con- 
sideration of trust department affairs was 
being given by bank managements, Mr. Ful- 
ton referred to an article which appeared 
in the January issue of TRUST COMPANIES 
MAGAZINE, quoting the president and the 
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executive vice-president of the Bank of 
America, N. T. & S. A., on the state-wide 
trust development program of that institu- 
tion. “Isn’t it encouraging,” he asked, “to 
find one bank which has lifted its trust de- 
partment out of the category of a freckled 
faced step-child?” 





More Aggressive Advertising and Publicity Efforts Favored by 
New Jersey Bankers’ Public Relations Committee 


will be the bank that humanizes 
its public relations.” 

This statement appeared in the report 
of the publicity committee submitted at 
the New Jersey Bankers’ Association 
convention held in Atlantic City, May 
17-19. The committee was under the 
chairmanship of L. A. Chambliss, assis- 
tant vice-president of the Fidelity Union 
Trust Company of Newark, N. J. Other 
members who signed the report were 
Edgar S. Ale, Louis A. Dalrymple, Wal- 
ter B. French, Robert B. Hansen, John 
B. Howell, Jacob Kushner, S. A. Linne- 
kin, Terence J. McHugh, J. H. Quinn, H. 
L. Rost, Russell L. Sammis, James A. 
Sweeney, F. Irving Walsh and James M. 
Willey. 

“During the past year we are pleased 
to report that the gradual improvement 
in business and financial conditions has 
lightened the burden of the banking pub- 
licist. No longer are we put on the de- 
fensive as during the dark days of the 
depression. This spirit of better times 
should reflect itself in our advertising 
and publicity efforts. * * * Of course, 
the time has not come when we should 
‘toot our horns’ too loudly, but we should 
certainly assume something of the old 
aggressiveness.” 

After mentioning the fear expressed 
in some quarters that deposit insurance 
would put all banks on an equal footing 
so far as the public was concerned, the 
report said: “Deposit insurance doesn’t 
mean as much as we might think; how- 
ever, convenience, service, friendliness 


ie HE successful bank of the future 


are more important than ever, and should 
be stressed in our advertising.” 

The American Bankers’ Association man- 
ual, “Constructive Customer Relations” was 
recommended to members of the association. 

The committee reiterated “that instead of 





cooperative advertising each bank individu- 
ally follow its normal advertising policy, dis- 
continuing, however, anything that smacks 
of experiment. This is not a time to try new 
fields. It is not, however, a time to sit back 
and do nothing. An aggressive publicity and 
advertising program at this time will cer- 
tainly be rewarded in the future.” 

“Last year,” the report continued, “we 
stressed the importance of newspapers as 
an advertising medium for banks. Again-let 
me say that there is no finer medium. The 
banks of this state will do well to support 
the press in every way possible, and where 
the advertising budget allows to use a reg- 
ular, coordinated campaign in their local 
papers. 

“Of course, it must not be taken from 
what we have said regarding newspapers 
that they are the only medium a bank 
should use. Outdoor advertising, car cards, 
and direct mail of all kinds hold a very 
high place in bank advertising work, and 
can be used to advantage. * * * 

“In addition to its usual routine duties, 
your committee has launched and already 
published three issues of the New Jersey 
Banker. This publication is the official organ 
of our association, and as such has been 
sent to every member. No word should be 
said for this new child of our association, 
before our committee thanks Carl Withers 
and Armitt Coate for their unstinting 
efforts to make this magazine a success.” 


The “Profession” of Business 


American business of the future will 
attain the status of a profession, with a 
strong code of ethics and with success de- 
pendent in large measure on administrative 
ability and efficiency in serving the public. 

This is the opinion of Pro. Theodore J. 
Kreps of the Graduate School of Business 
of Stanford University, set forth in an ad- 
dress on “The Business Man of 1964,” de- 
livered as a guide to contestants in Bank 
of America’s essay contest. The contestants, 
of 18 years of age and under, are competing 
for $10,000 in scholarships and cash awards 
by writing views on “The World of 1964.” 
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NEWSPAPER DISPLAY 
ADVERTISING 


Of the three “arresting” lines on this page, which 
would you choose as the most effective? 


Could you sustain your selection, if challenged to 
do so? 


The text of the Guaranty Trust Company adver- 
tisement opens with a timely and specific illustra- 
tion, followed immediately by the statement that 
“Investors frequently neglect their financial in- 
terests through delay in taking action as to their 
holdings.” Then follows an outline of advantages 
of the company’s “Custody Service.” In smaller 
type appears the statement, “A booklet, ‘The Care 
of Your Securities,’ which gives details of this 
service, is available on request.” 


Savings Investment & Trust Company, East 
Orange, N. J., devotes three short paragraphs to 
the reliance which must be placed on the “judg- 
ment, ability and honesty of the executor you name 
in your will.” The concluding paragraph of the 
main part of the text is as follows: 

Entirely apart from its own assets, the Savings 
Investment & Trust Company has in its care many 
millions of dollars of estate and trust property 
placed there by a large number of New Jersey 
residents—tangible evidence of their supreme con- 
fidence in this institution. 


The Bank of New York & Trust Company’s ad- 
vertisement is one of a series “explaining why a 
bank which has never marketed securities has more 
than 10% of its personnel engaged in investment 
analysis.” The text follows in part: 

No investment, regardless of its present quality, 
can be regarded as permanently sound. The word 
“security,” as applied to an investment, is a mis- 
nomer. The very essence of any investment is risk, 
and not security. Companies, industries and gov- 
ernments rise and fall, and investments are bound 
to reflect their varying fortunes. 

The futility of any attempt to project one’s judg- 
ment of investments far into the future is shown 
by the experience of Baron Rothschild. * * * 

Recognizing these facts, this Bank, although it 
has never engaged in the business of selling securi- 
ties, has built up a complete Investment Research 
organization, to guide the investment and adminis- 
tration of trust and other funds in the Bank’s care. 
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Many Owners Fail to Redeem 
Called Liberty Bonds 


Mon than $197,000,099 of « 

called for redemption on April 1 gth ha 
tedeemed as of Apr th. Pai 

loss of income to fro: il sth until re- 
demption of their bonds and reinvestment of the 
proceeds. 


Invent os frequently neglect their financial interests 


Guaranty Trust Company 
of New York 
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What about... 
YOUR Will? 


Out of 285 estates probated in Scott County in 
* 1933, 72 were those of individuals who died 

leaving no will. 

Of the 213 wills filed for probate, 101 of them 
” were made and executed before the stock mar- 

ket crash of 1929. 


In the 213 wil ills filed for probate, 24 individ- 
_ who were named as executors, failed to 
qualify. 


Of the 213 wills filed for probate in Scott 
period: 


old 
18 were made in the year of death. 


Making « will is not something to be done only once. tt is 
ness proposition to be undertaken periodically because ae 
conditions make the average will obsolete ia a year 


1 your Will has nol been revised recen 
geur Attorney and let hie revier tt fer pou 


DAVENPORT BANK 
AND TRUST COMPANY 


MEMBER FEDERAL RESERVE SYSTEM 


A New Booklet 


Because of the unusual interest displayed 

pamphlet The Will Review, we have 
published a more complete outline on the 
subject of transferring an estate, which the 
individual—with or without a Will—should 


find of interest. 


Application of the suggestions outlined in 
this booklet should prove beneficial to you 


and your family. 


WHO WILL OISTRIBUTE YOUR PROPERTY 
YOU or tHe STATE? 


t make c will, your property ot your death will be 

laws of the State in which 

ay not coincide with your wishes 

@ up this importont matter with 

trout delays We shall be pleased to be of 

con to you and your attorney in develop- 

ing the mest sotisfoctory method of distributing your estote 
ond safeguarding it for your heirs. 


nf Ter tae mor’ 9 tate co hae veces of 
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+ Trust Building, Chicago 
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CURRENT “NEW BUSINESS” 
ACTIVITY 


Here is an advertisement with a strong local 
flavor which could be duplicated, in effect, in almost 
every part of the United States. The Davenport 
Bank and Trust Company, Davenport, Iowa, presents 
facts drawn from records of the county in which 
Davenport is located. These facts are presented in 
specific, not generalized form. The concluding para- 
graphs are as follows: 

Making a will is not something to be done only 
once. It is a business proposition to be undertaken 
periodically because changing conditions make the 
average will obsolete in a year. 

If your will has not been revised recently, see 
your attorney and let him revise it for you. 


An excellent wording is used by the Girard Trust 
Company, Philadelphia, in offering a new booklet: 

Because of the unusual interest displayed in our 
pamphlet, The Will Review, we have published a 
more complete outline on the subject of transferring 
an estate, which the individual—with or without a 
will—should find of interest. 

Application of the suggestions outlined in this 
booklet should prove beneficial to you and your 
family. 


The advertisement of the Harris Trust and Sav- 
ings Bank, Chicago, is an excellent illustration of 
sound advertising principles. The wording which 
follows the initial challenging question is as follows: 

If you do not make a will, your property at your 
death will be distributed in accordance with the 
laws of the State in which you reside. This distri- 
bution may not coincide with your wishes. 

We suggest that you take up this important mat- 
ter with your attorney without delay. We shall be 
pleased to be of any assistance we can to you and 
your attorney in developing the most satisfactory 
method of distributing your estate and safeguard- 
ing it for your heirs. 

The sentence appearing in small type reads, “A 
copy of ‘Your Legal Heirs,’ a booklet we have pre- 
pared, outlining the inheritance laws of Illinois, 
will be mailed on request.” 





CONTINENTAL 
ILLINOIS NATIONAL 
BANK 
AND TRUST COMPANY 
of CHICAGO 


A more than routine banking 


service to correspondents 















Cooperative Action by Bankers 
Urged by W. E. Carter 


The importance of cooperative action in 
solving the problems facing bankers, in the 
opinion of W. E. Carter, president of the 
Missouri Bankers Association, has been 
well illustrated by the success of that Asso- 
ciation during the past year. 


In reviewing the work of the eight groups 
into which the Association is divided, Mr. 
Carter, who is president of the Bank of 
Carthage, Carthage, Mo., mentioned the ad- 
vantages of organized cooperation at several 
points in his address before the annual 
meeting held May 15 at Excelsior Springs. 


“Perhaps never before in the history of 
the Association,” Mr. Carter said, “has it 
been so important that the banks be well 
organized in their respective communities. 
I cannot too strongly urge upon the member- 
ship the necessity of local unit organiza- 
tion.” 

On the subject of education and public 
relations, Mr. Carter said, “Recent years 
have shown the necessity of a better under- 
standing of banking by the general public 
and no better way has yet been devised to 
bring about this understanding than through 
the medium of the public schools.” The 
Association’s committee having this phase of 
the work in hand has worked with key men 
in every county of the State and has pre- 
pared and furnished educational material 
for the use of school children. 

On the subject of service schedules, Mr. 
Carter expressed the belief that when these 
are universally in operation, “banking in 
Missouri will have taken the longest step 
forward in a generation.” 


In reference to the broad question of 
possible changes in banking laws, Mr. Car- 
ter said, “While no doubt a more central- 
ized and coordinated supervisory authority 
over banking at this time is desirable, pro- 
vided such authority is not subserviant to 
political expediency, I am not one of those, 
however, who believe that all our banking 
problems of the future may be solved by 
a unified system, more supervision, branch 
and chain banking, deposit insurance, or 
even government ownership, but I do think 
the future of our profession depends upon 
the individual initiative, sincerity of pur- 
pose, ability and judgment of the executives 
in charge of the individual units of what- 
ever system that may develop.” 
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Trust Provisions of Mississippi’s 
New Bank Act Outlined 


Mississippi’s Banking Act of 1934 was 
discussed in detail before the Mississippi 
Bankers Association convention at Biloxi 
by the Association’s president, J. T. 
Brown, president of the Capital National 
Bank of Jackson, Miss. 

“Tf this act should in any way prove 
burdensome,” Mr. Brown said, “or if its 
provisions be not exactly in accord with 
your views, for once the blame rests not 
entirely upon the legislature, but upon a 
Commission composed largely of mem- 
bers of the banking fraternity, whose 
sincerity and unselfish purpose cannot be 
questioned. They did their work well and 
that the legislature followed the sugges- 
tions made, almost to the letter, is a liv- 
ing evidence of the fact that they pre- 
sented a reasonable and constructive 
program free of selfish inequitable de- 
mands.” 

That part of Mr. Brown’s discussion 
which related to trust powers is given in 
full: 

“Broad trust powers are given banks by 
the new Act. Under its provisions they may 
accept and execute all such trusts and per- 
form such duties of every description as 
may be committed to them by any person or 
corporation, or that may be committed or 
transferred to them by order of any court 
of record; they may receive money in trust, 
take and accept by grant, assignment, 
transfer, devise, or bequest, and hold any 
real or personal estate or trusts created 
according to the laws of this or any other 
state, or of the United States, and execute 
such legal trusts in regard to the same, on 
such terms as may be directed or agreed 
upon thereto; may act as agent for the in- 
vestment of money or the management of 
property for other persons, and as agent 
for persons and corporations for the pur- 
pose of issuing, registering, transferring or 
countersigning the certificates of stock, 
bonds or other evidences of debt of any cor- 
poration, association, municipality, state, 
county or public authority on such terms as 
may be agreed upon; may act as guardian 
for any minor or insane person under the 
appointment of any court of record having 
jurisdiction of the person or estate of such 
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minor or insane person; may act as admin- 
istrator or executor of the estate of any 
deceased person; may act as agent or attor- 
ney in fact and as commissioner for the sale 
of property, both real and personal; may 
act as assignee or receiver or as trustee in 
mortgages or bond issues or in any other 
fiduciary capacity authorized by law. They 
may accept trust funds or other property 
upon specially agreed terms and pay or 
deliver the same to the owners, beneficiaries 
or others, as the case may be, when and as 
the same should be paid or delivered accord- 
ing to the terms of the trust agreement 
under which it is held. Whenever under the 
laws of this or any other state, or under the 
rule or order of any court the execution of 
a bond for the protection of a private or 
court trust shall be required, banks are au- 
thorized to execute such bond for the pro- 
tection of any trust or trust estate admin- 
istered by them. 

“Banks already created, organized and 
doing business under the laws of the state 
may exercise, without amendment of their 
charters, and, under their charter authority 
to engage in the general business of bank- 
ing, all or any of the foregoing powers, pro- 
vided, however, that before any bank, whose 
charter merely authorizes the exercise of 
general banking functions, may perform 
such powers the previous written consent of 
the State Comptroller must be obtained. 

“Banks exercising any or all of such pow- 
ers are required to segregate all assets held 
in any fiduciary capacity from the general 
assets of the bank and keep a separate set 
of books and records showing in proper de- 
tail all transactions engaged in under the 
authority of this Act, or under the authority 
heretofore granted to them in their charter 
or otherwise. Such books and records shall 
be inspected and examined by the state 
bank examiners at each and every examina- 
tion of the bank. 

“A bank is not permitted to receive in its 
trust department deposits of current funds 
subject to check or the deposit of checks, 
drafts, bills of exchange, or other items for 
collection or exchange purposes. Funds de- 
posited or held in trust by it awaiting in- 
vestment or distribution must be carried in 
a separate account and cannot be used by 
the bank in the conduct of its business un- 
less it shall first set aside in the trust de- 
partment United States bonds or bonds of 
the State of Mississippi, or any subdivision 
thereof, the market value of which shall at 
all times be not less than 10 per cent. in 
excess of the total funds so held. 

“In the event of the failure or liquidation 
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of the bank the owners of the funds held in 
trust for investment or distribution have a 
prior lien on the bonds or other securities 
so set apart in addition to their claim 
against the assets of the bank. 

“In any case in which the law requires 
that one acting as trustee, executor, admin- 
istrator, or in any fiduciary capacity, shall 
take an oath or make an affidavit, the presi- 
dent, vice-president, cashier, or trust officer 
of a bank may take the necessary oath or 
execute the necessary affidavit. 

“In making investments of trust funds it 
is unlawful for any bank to purchase se- 
curities from itself, or to purchase securi- 
ties in which it may be interested, directly 
or indirectly. It is unlawful for a bank to 
lend to any officer, director or employee 
thereof any funds held in trust by it, and 
any officer, director or employee making 
such loan, or to whom such loan is made, is 
declared to be guilty of a felony and upon 
conviction may be fined not more than 
$5,000.00 or imprisonment in the state 
penitentiary for not more than five years, 
or by both such fine and imprisonment in 
the discretion of the Court. 


Separate Trust Conferences Fa- 
vored by Committee 


The report of the Committee on Trust 
Matters, submitted by the chairman, 
George Letterhouse, trust officer of the 
Commercial Trust Company of New Jer- 
sey, Jersey City, to the New Jersey 
Bankers Association convention, May 18, 
was as follows: 

“In 1929 the officers and executive com- 
mittee of your association in recognition of 
the phenomenal growth of trust business 
and the technical problems that are involved 
in the operation of a modern trust depart- 
ment approved and sponsored a two-day 
conference devoted entirely to trust mat- 
ters. Under the able and energetic leader- 
ship of my good friend, Leslie McDouall, 
the conference was held in Newark on 
November 14 and 15, 1929. 

“Trenton, Camden and‘ Paterson followed, 
with each meeting attracting a larger at- 
tendance, as both trust and bank officers 
more fully realized their educational value. 
This year, owing to special problems con- 
fronting banks, the separate trust confer- 
ence was set aside and a joint trust and 
banking conference was held in Trenton, 
and all reports agree that it was an un- 
usually succeesful and constructive meeting. 

“Since then I have endeavored to gather 











the reaction to the joint conference as op- 
posed to the separate trust conference, not 
only from the members of your trust com- 
mittee but from leading trust men and 
bankers. The concensus seems to be as fol- 
lows: 

“FIRST: That the Trenton experiment 
was fully justified, in view of the general 
banking and trust conditions in New Jersey. 

“SECOND: That possibly for the next 
year or two, until banking and trust mat- 
ters are stabilized, such joint meetings 
should have a definite place in the associa- 
tion activities in order to bring the mass of 
its membership together oftener. 

“THIRD: That in normal times it would 
be to the best interest of the trust depart- 
ments and banks to have a separate con- 
ference. In such a conference, the various 
officers attending will get an entirely dif- 
ferent atmosphere in respect to the fiduciary 
functions of banks than can be had where 
both bank and trust matters are discussed. 
These conferences are more in the nature 
of a seminar course in trust operations and 
current trust problems peculiar to corporate 
fiduciaries in New Jersey. One of the great- 
est advantages of that type of meeting is 
found in the group discussions of points 
brought out before the conference. That 
advantage is largely dissipated in the joint 
conference. 

“Your committee recommends that the 
separate trust conference be resumed as 
soon as conditions warrant and urges all 
bank executives to give their whole hearted 
support thereto. 

“During the past year your committee 
prepared and submitted for the considera- 
tion of the various county groups a code of 
costs and charges for trust department 
services as required by the NRA. Our code 
was not intended to be final, but was sub- 
mitted as a sample and guide to be modified 
to suit local group conditions, as obviously 
one code for costs and charges cannot be 
prepared to fit various sections of a state 
like ours, with its many diverse interests, 
urban, suburban and rural. 

“Your committee endeavored to stimulate 
greater interest in trust matters among 
local groups whose trust problems largely 
run along the same lines. To attain that 
end, we requested the presidents of the 
county groups to appoint local committees 
within their groups to conduct informal 
meetings from time to time at which many 
trust questions, common to them all, could 
be discussed more frankly and openly than 
in a larger gathering. Our thought was that 
such an interchange of ideas and experi- 
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ences would be a help to all. Such commit- 


tees were appointed in the following 
counties: 
“Bergen, Burlington, Camden, Essex, 


Middlesex, Mercer, Monmouth, Morris and 
Passaic. I know that two or three informal 
gatherings of that kind were held and be- 
lieve the results thereof were good. 

“Your committee respectfully urges the 
incoming administration to give serious 
consideration to the benefits accruing to the 
bank operating a trust department from 
conferences devoted wholly to trust sub- 
jects.” 

The report submitted by Mr. Letter- 
house was signed also by W. H. Bloor, 
John H. B. Coriell, H. Douglas Davis, 
Walter H. Gardner, H. H. Hankins, Wil- 
liam E. Hocker, Harvey S. Hopkins, Earl 
S. Johnson, Jay Knox, Joseph F. Mullin, 
Harry .F. Pelham, Thomas J. Rutledge, 
Herman M. Sypherd and Frank Vree- 
land. 


Outlines Trust Investment 


Procedure of Wachovia 

DETAILED description of trust invest- 

A ment procedure of the Wachovia Bank 

& Trust Company, Winston-Salem, 

N. C., was given by C. C. Walker, April 26, 

before the North Carolina Bankers’ Associa- 
tion at Pinehurst. 

Mr. Walker’s address was on “The Invest- 
ment of Trust Funds in North Carolina,” 
and contained a summary of trust laws in 
that state and a brief general discussion of 
investment securities. 

The Wachovia institution, Mr. Walker ex- 
plained, has two committees, each of which 
has two or three outside directors in addition 
to the officers of the Banking and Trust 
Departments. 

“The Committee on Trust Matters is the 
senior committee and passes on matters of 
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policy, tax problems, real estate matters, 
reviews of individual accounts, and the like. 

“The Trust Investment Committee is con- 
cerned mainly with the careful review and 
selection of the individual investments them- 
selves and of the supervision of those ac- 
counts presenting particular investment 
problems. 

“In other words, there is a double review, 
one of the individual securities, and the 
other of the various trusts. The former are 
brought up several times a year, usually as 
the statements appear or as some special 
problem arises; and the various trusts, 
through a fool-proof tickler system, are re- 
viewed at least once every year by the Com- 
mittee and if there are any problems several 
times, in some instances eight or ten times. 


“Needless to say, full minutes are kept of 
every meeting of the two committees, and 
purchases and sales are made only upon 
Committee’s authorization, for the invest- 
ment officers are not allowed to exercise 
their own judgment exclusively in the mat- 
ter of investment policy. All purchases and 
sales are handled by the Trust Department 
itself, and none of these transactions are 
made with either the Banking or the Bond 
Departments, for we have nothing to sell 
but our ‘services.’ 

“Incidentally, in both the home office and 
in the four branch offices, the securities com- 
prising each account are kept absolutely 
separate, and are under the supervision of 
the Auditing Department; a member from 
this Department always accompanies the 
Trust Department official in opening the 
vault and full records are kept of any 
changes in securities. Once a year a thor- 
ough audit and check of the whole Trust 
Department is made by the Auditing De- 
partment.” 

After mentioning the various investment 
services and publications needed, the impor- 
tance of complete files on companies in 
which the trust department is interested, 
and the advantages of periodical trips to 
New York and correspondence with others 
engaged in similar work, Mr. Walker con- 
tinued: 

“Each week, prior to the meeting of the 
Trust Investment Committee, there are sent 
out to the various members full and detailed 
written reports on the individual securities 
to be considered, along with the specific 
recommendation of the investment officers. 
The importance and value of this arrange- 
ment need no comment. 

“When any trust is reviewed, there is 
presented to the Committee a written memo- 
randum, including such pertinent data as a 
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list of the portfolio, the type of trust, the 
investment provisions, when the account was 
established and by whom, the life benefi- 
ciaries, the date of termination, the remain- 
dermen and the like. Of course, each trust 
is under the personal supervision of some 
officer, has its own separate file and its own 
investment sheet containing in addition to 
the above, a record of the action of the com- 
mittees with respect to it.” 


Accountants and Bankers Stress 
Importance of Budgeting 


A report on cooperation between bankers 
and certified public accountants, submitted 
at the convention of the New Jersey Bank- 
ers’ Association, May 17-19, although deal- 
ing largely with credit subjects, contained 
much of interest to trust department execu- 
tives. 

The New Jersey Bankers Association’s 
Committee on Cooperation with Certified 
Public Accountants met with the New Jer- 
sey Society of Certified Public Accountants’ 
Committee on Cooperation with Bankers on 
several occasions during the past winter. 
The concensus apparently was that bank 
credit practices in the future will to an 
increased extent be based upon the reports 
submitted by Certified Public Accountants 
in so far as this factor of credit analysis 
is concerned. 

“Under force of circumstances,” it was 
stated in a preliminary draft of the report, 
“bank lending and credit practices are 
changing rapidly. Credit involves the future 
and it is the future on which credit is 
based. Past performance, as evidenced by 
financial statements and operating reports, 
is valuable in determining whence the 
business has come and where it stands. 
Where it.is going is the important point, 
and this brings up the subject of budgeting 
future operations, which no doubt will con- 
stitute the major reform in credit practice 
during the next few years.” 

In line with this idea, tentative forms 
were presented in the hope that “practical 
and greater use may be made of them in the 
future.” It was recognized, of course, that 
“no one set of forms would be adaptable 
for all lines of business.” In view of the 
reliance which trust executives so frequently 
must place on credit information, these 
forms are described. 


Description of Forms 


Forms for assets and liabilities have space for ac- 
tual figures as of December 31, and spaces immediately 
to the right for “projected” figures for January 31, 
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February 28, and March 31, respectively. A fifth space 
is left for actual figures for March 31. 

Items enumerated as current assets are cash, notes 
receivable, accounts receivable (less reserve for bad 
debts), accrued interest receivable, and inventory on 
hand and in transit (separately stated). On the 
question of inventories, the preliminary report brought 
out this point: “What is the ratio of slow, quick and 
salable inventories? A firm on a going basis usually 
carries a stated amount of material and supplies, mer- 
chandise or other salable material on hand at all 
times, and at no time does it cease to have this 
amount unless the concern is being liquidated. Should 
not, therefore, this gross inventory be re-classified so 
as to show what is readily salable and that which is 
not? In answer, it would seem that the material in 
the inventory which has not been purchased in the 
current year should not appear in the inventory 
classified as readily salable, but should be shown under 
a separate heading in current assets.” 

Items enumerated in the suggested forms as fixed 
assets are land and buildings, machinery and equip- 
ment, delivery equipment (less reserve for plant de- 
preciation) ; miscellaneous securities, cash surrender 
value of life insurance policies and outside real estate. 

Other asset items are deferred charges, supplies, 
miscellaneous receivables, due from officers and em- 
ployees, and goodwill. 

Current liability items: notes payable to banks, to 
others; accounts payable, accounts payable for mer- 
chandise in transit, accrued expenses, reserve for 
Federal taxes, funded debt due within a year. 

Other liability items: funded debt; capital stock; 
surplus, capital surplus. Net worth is shown as the 
total of capital stock and surplus items. 

Forms for estimated operating details have spaces 
for estimated figures for each of three months and 
for the estimated three-months total; and a fifth space 
is reserved for actual three-months figures. The items 
follow: 

Gross sales, less discounts and returns, etc.; net 
sales, less cost of sales and depreciation (with nota- 
tion that supporting schedule for cost of sales should 
show “inventory beginning of period; add, purchases 
during period—net of discount—and factory expenses 
other than depreciation ; less inventory end of period) ; 
gross profit on sale, less selling expenses and general 
and administrative expenses; net operating profit; 
other income (interest, etc.) ; gross income, less in- 
terest, bad debts, reserve for Federal taxes, and mis- 
cellaneous ; net profit, less dividends ; to surplus; add, 
recoveries on bad debts, less loss on sale of capital 
assets ; net surplus change; surplus period beginning; 
capital surplus period beginning; total. 

Similar spaces are provided on the form of esti- 
mated cash receipts and disbursements. The items 
follow: collections on trade receivables outstanding 
at beginning of period; collections on trade receivables 
arising during period; cash sales; miscellaneous; total 
estimated receipts ; payments on accounts outstanding 
at beginning of period; purchases of inventory; fac- 
tory expenses; selling, general and administrative 
expenses ; salaries, executive; interest; Federal taxes; 
dividends ; payments on funded debt; expenditures on 
fixed assets; miscellaneous; total estimated disburse- 
ments ; excess of estimated receipts over estimated dis- 
bursements; add, cash period beginning; total; add, 
additional borrowings necessary ; less, repayment of 
bank borrowings; estimated cash end of period. 


Suggestions and Recommendations 


Comments brought out by the joint report 
submitted a year ago were reported in brief. 
With respect to mortgage liabilities, the 
bankers commented that due dates usually 
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do not show and reports do not indicate 
whether the company has or has not signed 
the bond, or whether any assets are pledged 
to secure the mortgage. 

In addition to the usual contingent lia- 
bilities it was requested that the account- 
ants search for any contingent liabilities 
on bonds signed by the client where prop- - 
erties have been sold subject to mortgages. 

The bankers feel that accountants do not 
always make it sufficiently clear that they 
have not made complete examinations of all 
items. It was suggested that accountants 
should make an effort to have clients permit 
them to make examinations sufficiently ex- 
tensive in scope as to permit reliance upon 
the results stated. The accountants should 
be glad to do this, but it was pointed out 
that it will need the assistance of the bank- 
ers to have the clients permit such examina- 
tions. 

Since experience has shown that complete 
financial reports minimize possible losses, 
it was suggested that the banks wherever 
possible recommend to their clients the 
value of an audited report from a credit 
standpoint. It was recommended also that 
whenever possible, the accountant and his 
client discuss with the banker questions 
regarding financial statements and operat- 
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ing figures preliminary to the audit. In 
many cases a banker studying the client’s 
figures from year to year can suggest the 
inclusion of additional facts valuable from 
a credit standpoint. 

The bankers’ committee consisted of 
Chairman, H. I. Parkhurst, vice-president, 
National Newark and Essex Banking Com- 
pany, Newark; Edward C. Schultze, vice- 
president, Hudson County National Bank, 
Jersey City; H. G. Parker, Jr., assistant 
cashier, National Bank of New Jersey, New 
Brunswick; Roscoe K. Cook, assistant cash- 
ier, First-Mechanics National Bank, Tren- 
ton; J. J. Roe, vice-president, First Na- 
tional Bank, North Bergen; Frank W. Sut- 
ton, Jr., vice-president, First National Bank, 
Toms River; and N. A. Denny, assistant 
cashier, First National Bank and Trust 
Company, Woodbury. 

The accountants’ committee consisted of 
Chairman, William H. Compton, William H. 
Compton & Co., Trenton; William Surosky, 
Surosky, Marcus & Co., Paterson; Andrew 
B. Fielding, Haskins & Sells, Newark; 
Charles L. Hughes of Boyce, Hughes & 
Farrell (New York), and John A. Conlin, 
vice-chairman, Federal Trust Building, 
Newark. 


Municipals and Mortgages Raise 
New Problems for Trustees 


Property values and local government 
finances in relation to bank investments 
were discussed before the Trust Section, 
California Bankers’ Association, on May 
24, by Dr. Norman H. Silberling, presi- 
dent of the Silberling Research Corpora- 
tion of San Francisco, to whom TRUST 
COMPANIES MAGAZINE is indebted for the 
following brief summary of his address: 

“By virtue of the fact that trust in- 
vestments in banks in California, as else- 
where, include a substantial proportion 
of mortgage and local government securi- 
ties, the problems faced in these situa- 
tions are of special importance. 

“The position of urban mortgages in 
general has been impaired by a number 
of factors, including the overexpansion 
of construction in the boom period, the 
rise of taxes, and the decrease in occu- 
pancy. A special factor influencing many 
of these situations is the virtual cessa- 
tion of population growth, which has 
been inadequately recognized. In spite of 
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reduced rental income and hence in valu- 
ations, the thorough deflation of values 
has not yet been accomplished in many 
places. The cost of utilizing the prop- 
erties is, by and large, still far in excess 
of the income of those who are potential 
users of the properties. 

“From this situation there develops 
a special problem with regard to munici- 
pal finances. One important factor in 
this problem is the necessity of providing 
relief for a large body of persons who 
formerly were directly or indirectly en- 
gaged in the building boom. Another 
factor is the steadily mounting fixed 
charges arising from the debt burdens 
accumulated during the war and post- 
war booms. The indebtedness of many 
cities has reached a point where a much 
larger indebtedness cannot be legally in- 
curred, and the problem of meeting per- 
sistently increasing costs raises a tax 
problem of peculiar difficulty. It is con- 
ceivable that, if the normal process of 
business recovery cannot get under way 
for a considerable time, the relief burden 
will have to be carried in part by the 
local governments by taxes which act as 
a deterrent to the ownership of property 
and hence to the reconstruction of hous- 
ing along modern lines, which alone can 
revive general business in a sound way 
and hence end the relief emergency. 

“These problems and tendencies at least 
sound a note of warning to the manager 
of trust accounts. A trust account should 
primarily represent the very best invest- 
ment management available with regard 
to combined safety and yield. The ability 
to manage these accounts so that impair- 
ment of capital is kept at a minimum 
requires recognition of the unsound fiscal 
situation in many local governments 
which until recently were given an ex- 
cellent investment rating. It also requires 
a change of viewpoint with regard to the 
advisability of investments in mortgages. 
The problem suggests the importance of 
a wider geographical diversification, and 
also a wider diversification of trust in- 
vestment with regard to type, as it is 
now obvious that many industrial bonds 
represent situations in diminishing debt, 
in contrast to the rising debt burdens 
of the local governments.” 
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New Officers and Committees of 
Corporate Fiduciary Ass’ns 


At annual meetings of Corporate Fidu- 
ciary Associations recently held the fol- 
lowing officers have been elected for the 
ensuing year and committees have been 
elected or appointed. 


NORTH CAROLINA 
Trust Division N. C. B. A. 

Officers: President, Irving S. Bull, secre- 
tary and assistant trust officer, Wachovia 
Bank and Trust Co., Winston-Salem; first 
vice-president, R. S. Rogers, trust officer, 
Wilmington Savings and Trust Co., Wil- 
mington; second vice-president, C. M. Van- 
story, Jr., trust officer, Security National 
Bank, Greensboro; secretary-treasurer, J. 
Chadbourn Bolles, assistant trust officer, 
American Trust Co., Charlotte. 

Heretofore the North Carolina Bankers 
Association has had a committee on trust 
matters, but this year at the trust confer- 
ence held during the annual meeting of the 
association, held at Pinehurst April 26, it 
was voted to establish a trust division of 
the North Carolina Bankers Association, 
which has been sanctioned by the associa- 
tion itself. 

The program of the trust conference in- 
cluded an address on “The Investment of 
Trust Funds in North Carolina,” by C. C. 
Walker of the trust investment division, 
Wachovia Bank and Trust Company, Win- 
ston-Salem. Gilbert T. Stephenson, vice- 
president, Equitable Trust Co., Wilmington, 
Del., addressed the meeting. His subject 
was “Trust Business Under the New Deal.” 
Gurney P. Hood, Commissioner of Banks of 
North Carolina, also addressed the confer- 
ence. The addresses of Messrs. Stephenson 
and Walker appear elsewhere in this issue. 


MASSACHUSETTS 

Corporate Fiduciaries Association of Boston. 

At the annual meeting held May 7, the 
following officers and members of the execu- 
tive committee were elected: President, Rol- 
lin B. Fisher, vice-president, Old Colony 
Trust Co.; vice-president, Francis C. Gray, 
vice-president Fiduciary Trust Co.; secre- 
tary, Harold B. Driver, trust officer Old 
Colony Trust Co.; treasurer, A. Stanley 
North, vice-president, The First National 
Bank of Boston. Members Executive Com- 
mittee: Frederick A. Carroll, vice-president, 
National Shawmut Bank; Sheridan J. 
Thorup, vice-president and trust officer, 
Union Trust Company of Boston; William 
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R. Herlihy, Jr., trust officer, State Street 
Trust Co.; Willis P. Beal, trust officer, 
Second National Bank. 


UTAH 
Trust Section U. B. A. 


On May 8 the following officers were 
elected to serve for the period from June 1, 
1934, to June 1, 1935: President, W. S. 
Emms, trust officer Tracy Loan & Trust 
Company, Salt Lake City; vice-president, 
H. W. Hinley, trust officer Commercial 
Security Bank, Ogden; secretary, Claron O. 
Spencer, Zion’s Savings Bank & Trust Com- 
pany, Salt Lake City; treasurer, W. E. 
Myrick, assistant cashier First Security 
Trust Company, Salt Lake City. 

The trust section holds dinner meetings at 
6:30 P. M. on the second Tuesday in each 
month. 


Trust Investment Committee 


John H. Evans, vice-president and trust 
officer of the McDowell National Bank at 
Sharon, Pa., has been named a member of 
the Pennsylvania Bankers Association com- 
mittee on trust investments which is study- 
ing new legislation on qualifications for legal 
investments of trust funds. 


Attend Mexican Bank Sessions 


Several American bankers attended the 
third annual conference of the Mexican 
Bankers Association. Herman G. Brock, 
vice-president of the Guaranty Trust Com- 
pany of New York, delivered an address in 
Spanish on “The Crisis of 1933 and After.” 
Joseph C. Rovensky, vice-president of Chase 
National Bank in New York City, spoke on 
international exchange, while E. Leuen- 
berger, assistant vice-president of Wells 
Fargo Bank & Union Trust Co., San Fran- 
cisco, read a paper in Spanish on gold as a 
final basis for international transaction. 
William H. Schroeder, vice-president of the 
Citizens National Bank of Los Angeles, and 
L. L. Lentz, vice-president of the First Na- 
tional Bank of San Antonio, also attended. 

Sr. Marte R. Gomez, Minister of Finance, 
was quoted as saying that he was not moved 
by any discourteous or “boxer” spirit in ad- 
vocating the nationalization of credit in 
Mexico, but that “to allow foreign banks to 
drain the Mexican deposits would contribute 
toward maintaining a high rate of interest, 
to the disadvantage of Mexican industries 
and agriculture.” 
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CONVENTIONS 


Information Received from 
Official Sources 


NoTE: Dates and detailed arrange- 
ments in several instances have been 
changed since publication of the April 
issue, and several additional conven- 
tions have been listed. Special inquiry 
was made in each instance for facts 
bearing on trust subjects and activities. 


ALABAMA Bankers Association— 
Annual meeting held May 17-18. 
—Alabama Fiduciaries Ass’n. annual meeting held 
in fall. Sumner Thomas, v. p., First National 
Bank of Birmingham, pres. 


ARIZONA Bankers Association— 
—Our executive council has not met this year. We 
have no organized trust division.—Morris Gold- 

water, secy., Prescott. 5-5-34. 


ARKANSAS Bankers Association— 

Annual meeting held May 8-9. 

—Officers elected: Pres., Jo Nichol, pres., Simmons 
National Bank, Pinebluff. Vice-Pres., A. N. 
Sicard, pres., First National Bank, Fort Smith. 
Treas., A. C. Bridewell, cashier, National Bank 
of Eastern Arkansas, Forest City. 

—Officers elected for American Bankers Ass’n.: 
Vice-pres. for Arkansas, R. H. Dickenhorst, pres., 
First State Bank, Morrilton. Member, nominating 
committee, Emmet Morris, pres., W. B. Worthen 
Co., Bankers, Little Rock. Alternate member, Jo 
Nichol. Vice-pres., national bank division, W. W. 
Campbell, pres., National Bank of Eastern Ar- 
kansas, Forest City. Vice-pres., savings bank divi- 
sion, Dave Burgauer, vice-pres. and cashier of 
Arkansas Trust Co., Hot Springs. Vice-pres., 
state bank division, E. J. White, cashier, Bank of 
West Memphis, West Memphis. Vice-pres., trust 
division, Davis T. Bryan, pres., Citizens Bank & 
Trust Co., Fort Smith. 


CALIFORNIA Bankers Association— 
Annual meeting held May 23-25. 
—Andrew Miller, secy., Mills Bldg., San Francisco. 
—Excerpts from address by Norman H. Siberling 
appear elsewhere in this issue. 


CONNECTICUT Bankers Association— 

June 20. Farmington Country Club, Farmington. 

—*‘A business session will be held at 10:30, followed 
by luncheon, with an address by Gov. Roy A. 
Young of the Federal Reserve Bank of Boston. 
The remainder of the afternoon will be devoted to 
golf.”—Charles E. Hoyt, secy.-treas., South Nor- 
walk Trust Co., South Norwalk, secy. 


COLORADO Bankers Association— 
June 15-16. Antlers Hotel, Colorado Springs. 
—L. F. Scarboro, secy., Denver. 


DELAWARE Bankers Association— 

—‘Convention is usually held at Rehoboth, Dela- 
ware, on the second Thursday of September, the 
officers of the association being in charge of pro- 
gram arrangements. There are no separate ses- 
sions of the trust department executives of our 
members planned before or after the banking 
convention.’’—Warren K. Ayres, secy.-treas., ass’t. 
treas., Wilmington Trust Company, Wilmington. 


DISTRICT OF COLUMBIA Bankers Association— 


May 27-28-29-30. The Greenbrier, White Sulphur 
Springs, W. Va. 

—Sixteenth annual meeting. Thomas J. Groom, v. p. 
& cashier, Bank of Commerce & Savings, gen. 
convention chairman; William J. Waller, chair- 
man, program committee; Geo. O. Vass, v. p. & 
cashier, Riggs National Bank, pres.; Karl W. 
Corby, W. B. Hibbs & Co., secy. 

—‘‘There will be no separate session of the fidu- 
ciaries section, but program will include report 
from it.’-—Eliot H. Thomson, publicity mgr., The 
Washington Loan and Trust Co. 


FLORIDA Bankers Association— 

—‘The convention will be held in St. Petersburg 
some time between the latter part of October and 
the first part of December, but the exact date has 
not yet been selected.—Except on one or two 
occasions, it has not been the custom of trust 
department executives of our members to hold 
separate sessions, but trust work, more recently, 
has been given a prominent place on our general 
program.”—W. O. Boozer, v. p. & tr. off., At- 
lanta National Bank, Jacksonville, secy. 


GEORGIA Bankers Association— 


Annual meeting held May 24-25. 
—Haynes McFadden, secy., Atlanta. 


IDAHO Bankers Association— 
June 15-16. Boise. 
—‘Thirtieth annual convention.”—E. W. Porter, 
secy. Boise. 4-5-34. 


ILLINOIS Bankers Association— 


Annual meeting held May 21-22. 
—O. S. Jennings, secy., 33 N. La Salle St., Chicago. 


INDIANA Bankers Association— 
Annual meeting held May 24-25. 


IOWA Bankers Association— 
June 25-26-27. Hotel Fort Des Moines, Des Moines. 
—R. L. Chase, Jr., ass’t. cashier, Iowa-Des Moines 
National Bank & Trust Co., chairman hotel com- 
mittee.—Frank Warner, secy., Liberty Bldg., Des 
Moines. 


KANSAS Bankers Association— 
Annual meeting held May 17-18. 


KENTUCKY Bankers Association— 


—‘‘Place and date not yet decided.”—Harry G. 
Smith, secy., Louisville. 2-28-34. 


LOUISIANA Bankers Association— 

Annual meeting held April 23-24. 

—Officers elected: Pres., E. E. Soulier, v. p. & 
eashier, First National Bank, Lafayette; Vice- 
pres., W. B. Gladney, v. p., Bastrop Bank & Trust 
Company, Bastrop; Secy., G. R. Broussard, v. p., 
Bank of Abbeville & Trust Company, Abbeville ; 
Treas., N. L. Hower, pres., Franklin State Bank 
& Trust Company, Winnsboro. 

—Officers elected for American Bankers Ass’n.: 
Member, executive council, W. L. Ward, Ist v. p., 
City National Bank, Baton Rouge; Vice-pres. for 
Louisiana, T. G. Barnes, cashier, Exchange Bank, 
Natchitoches ; member, Nominating committee, F. 
W. Ellsworth, v. p., Hibernia National Bank, New 
Orleans; alternate member nominating commit- 
tee, R. E. Golden, cashier, Bank of Erath, Erath; 
division vice-presidents, national bank, John J. 
McGoey, ass’t. v. p., Whitney National Bank, 
New Orleans; savings, H. L. Sims, pres., Citizens 
Bank & Trust Company, Thibodaux; state bank, 
Albert Horuff, v. p., Central Savings Bank & 
Trust Company, Monroe; trust, J. G. O’Brien, 
v. p., Commercial National Bank, Shreveport. 
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MAINE Bankers Association— 
July 6-7. Bar Harbor. 
—George C. Fernald, treas. Augusta. 
Corporate Fiduciaries Ass’n of 
October 10. Portland. 
—R. A. Bramhall, pres., c-o The Portland National 


Bank, Portland. 


MARYLAND Bankers Association— 
Annual meeting held May 22. 


MASSACHUSETTS Bankers Association— 

June 8-9. New Ocean House, Swampscott (was tenta- 
tively agreed upon by committee early in March). 

—‘While most program arrangements will be made 
through this office, the chairman of the program 
committee is Mr. A. George Gilman, pres., Malden 
Savings Bank, Malden, Mass. 

—“Trust subjects will not be discussed at this meet- 
ing as time does not permit. As this is the first 
convention of the Massachusetts Bankers Associa- 
tion, subjects for discussion will be more or less 
generalized.”—Matthew Cushing, exec. secy., 80 
Federal st., Boston. 3-12-34. 


MICHIGAN Bankers Association— 


June 20-23. Pantlind Hotel, Grand Rapids. 
—Ray O. Brundage, exec. mgr., Olds Tower Blidg., 
Lansing. 


MINNESOTA Bankers Association— 


June 7-8. St. Paul Hotel, St. Paul. 

—“‘On account of the limited number of trust com- 
panies in Minnesota, we have never had a trust 
department meeting at our conventions, and there 
will be none held this year.”—-Wm. Duncan, Jr., 
secy., 740 Rand Tower, Minneapolis. 


MISSISSIPPI Bankers Association— 


Annual meeting held May 15-16. 
—Excerpts from addresses by Gilmer Winston and 
J. T. Brown appear in this issue. 


MISSOURI Bankers Association— 


Annual meeting held May 15-16. 
—Excerpts from addresses by W. E. Carter and 
Henry J. Haskell appear elsewhere in this issue. 


MONTANA Bankers Association— 
July 20-21. Canyon, Yellowstone National Park. 
—“I do not know of any trust department meetings 
that will be held.”—E. W. Walker, secy.-treas., 
Helena. 


NEBRASKA Bankers Association— 

—‘“Will not know the date and place till executive 
council meets during the spring. No present plans 
for a separate meeting of trust department execu- 
tives.”"-—Wm. B. Hughes, secy., Omaha. 3-2-34. 

NEVADA Bankers Association— 

—"Executive committee has not taken action—no 

trust sessions.”—L. S. Reese, secy, Reno. 3-6-34. 
NEW HAMPSHIRE Bankers Association— 
Annual meeting held May 18. 


NEW JERSEY Bankers Association— 

Annual meeting held May 17-19. 

—Excerpts from addresses by George Letterhouse, 
John S. Linen and Carl K. Withers appear else- 
where in this issue. 

NEW MEXICO Bankers Association— 

Annual meeting held April 20-21. 


NEW YORK State Bankers Association— 


June 11-12. Saranac Inn, Upper Saranac. 
—Andrew Wilson, Jr., v. p., Bank of the Manhat- 
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tan Company, and chairman of our committee on 
trust functions, will report on the activities of 
this new committee during the past year.”—W. 
Gordon Brown, exec. mgr., 33 Liberty st., New 
York. 


NORTH CAROLINA Bankers Association— 

Annual meeting held April 26-27. 

—Officers elected: Pres., Millard F. Jones, v. p., 
Planters National Bank & Trust Company, Rocky 
Mount; Vice-pres., C. T. Leinbach, v. p., Wach- 
ovia Bank & Trust Company, Winston-Salem ; 
Vice-pres., M. E. Hogan, cashier, Bank of Chapel 
Hill, Chapel Hill; Vice-pres., R. E. Kerr, ass’t 
v. p., American Trust Company, Charlotte; Treas., 
B. R. Roberts, Durham Loan & Trust Company, 
Durham; Secy., Paul P. Brown, Raleigh; Gen. 
Counsel, Willis Smith, Raleigh. 

—Officers elected for American Bankers Ass’n: 
State Vice-pres., Frank P. Spruill, pres., Peoples 
Bank & Trust Company, Rocky Mount; member 
nominating committee, W. G. Gaither, pres., First 
& Citizens National Bank, Elizabeth City; alter- 
nate member nominating committee, M. E. Hogan, 
eashier, Bank of Chapel Hill, Chapel Hill; Vice 
pres. national bank division, W. L. Burns, pres., 
Guilford National Bank, Greensboro; Vice-pres. 
state bank division, D. E. Shaw, cashier, Bank of 
Broadway, Broadway; Vice-pres. savings bank 
division, Charles E. Taylor, pres., Wilmington 
Savings & Trust Company, Wilmington; vice- 
pres. trust division, C. M. Vanstory, Jr., tr. off., 
Security National Bank, Greensboro. 

—Excerpts from addresses by Gilbert T. Stephen- 
son and C. C. Walker appear elsewhere in this 
issue. 


NORTH DAKOTA Bankers Association— 

July 2-4. Deadwood, South Dakota. 

—In conjunction with the South Dakota Bankers 
Association—commemorating the fiftieth anniver- 
sary of the founding of the Dakota Bankers 
Association.—No separate trust sessions.—C. C. 
Waltam, secy., Fargo. 


OHIO Bankers Association— 

—‘Date has not yet been set.—It has not been our 
practice to hold a separate meeting of trust offi- 
cers in connection with this convention.’’—David 
M. Auch, secy., Columbus. 2-27-34. 


OKLAHOMA Bankers Association— 


Annual meeting held May 8-9. 
—Excerpts from address by Sam W. Fulton appear 
elsewhere is this issue. 


OREGON Bankers Association— 
June 18-19. Hotel Gearhart, Gearhart. 
—Theo. P. Cramer, Jr., secy., Portland. 








PENNSYLVANIA Bankers Association— 
Annual meeting held May 23-25. 


RHODE ISLAND Bankers Association— 

—‘‘Does not hold an annual convention. Our annual 
meeting, however, takes place about June 1. It is 
not customary for trust department executives to 
hold separate sessions in connection with our an- 
nual meeting.’’—Robert W. Upham, treas., Peo- 
ples Savings Bank, secy., Providence. 3-1-34. 


SOUTH DAKOTA Bankers Association— 

July 2-4. Deadwood, South Dakota. 

—‘“Joint meeting with the North Dakota Bankers 
Association as a celebration of the organization of 
the Dakota Bankers Association fifty years ago. 

—‘‘No separate meeting for trust department execu- 
tives has been requested.”—Geo. A. Starring, exec. 
megr., Huron. 


TENNESSEE Bankers Association— 
Annual meeting held May 22-23. 


TEXAS Bankers Association— 
Annual meeting held May 15-17. 


UTAH Bankers Association— 
June 15-16. Bryce Canyon. 
—No separate trust sessions.—H. B. Crandall, secy., 
c-o First State Bank of Salina, Salina. 


VERMONT Bankers Association— 
Annual meeting held Feb. 22. 
—C. E. Brigham, treas., Farmers Trust Co., Bur- 
lington, secy. 


VIRGINIA Bankers Association— 
June 7-9. Cavalier Hotel, Virginia Beach. 
—C. W. Beerbower, ass’t cashier, First National 
Exchange Bank, Roanoke, secy. 


WASHINGTON Bankers Association— 

June 21-22. Olympic Hotel, Seattle. 

—‘‘The trust men of the State of Washington have 
an organization known as the Corporate Fidu- 
ciaries Ass’n of Washington, which holds meet- 
ings separate from the annual convention, usually 
jointly with the Corporate Fiduciaries Ass’n of 
the State of Oregon. Mr. Conner Malott, v. p., 
Spokane and Eastern Trust Company, Spokane, is 
president of the Corporate Fiduciaries Ass’n of 
Washington.”—J. W. Brislawn, secy, 810 Alaska 
Bldg., Seattle. 


WEST VIRGINIA Bankers Association— 
June 8-9. New Greenbrier Hotel, White Sulphur 
Springs. 
—Speakers include, Hon. Jesse Jones, chairman of 
board, Reconstruction Finance Corporation, Wash- 
ington, D. C.; William S. Culbertson, attorney, 
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of Washington, D. C., and formerly the vice 
chairman of the Federal Trade Commission; ex- 
Gov. of this State, J. J. Cornwell, general counsel 
for the Baltimore & Ohio Railroad Co., Balti- 
more, Md.; Laurence H. Sloan, v. p., Standard 
Statistics Co., New York City; Hon. W. C. Given, 
State Banking Commissioner of West Virginia, 
Charleston, and Hon. H. G. Kump, Governor of 
W. Va. Charles M. Gohen, pres., First Hunting- 
ton National Bank, will preside as toastmaster at 
the banquet, June 8, 8:00 P. M. 

—Luncheon of The Trust Fiduciary Soc. will be 
held at 1:20 P. M., June 8. W. H. Davisson, tr. 
off., Union National Bank, Clarksburg, and J. B. 
Derwacter, ass’t tr. off. of First Huntington Na- 
tional Bank, Huntington, secy. of the society, are 
in charge of program arrangements. — Homer 
Gebhardt, v. p. & tr. off., First Huntington Na- 
tional Bank, Huntington, secy. 


WISCONSIN Bankers Association— 
June 19-20. Schroeder Hotel, Milwaukee. 
—wW. G. Coapman, secy. 


AMERICAN Bankers Association— 
October 22-25. Washington, D. C. Annual conven- 
tion.—Fred N. Shepherd, exec. mgr., 22 East 40th 
st., New York, N. Y. 


AMERICAN Bar Association— 
August 29-30-31. Milwaukee, Wis. 
Olive G. Ricker, exec. secy., 1140 N. Dearborn st., 
Chicago, IIl. 


AMERICAN Institute of Banking— 

June 11-12-13-14. Washington, D. C. 

~Departmental conference leaders—Alfred Zahrn, 
megr., corporate trust dept., The Manufacturers 
National Bank, Detroit, Mich., audits and ac- 
counting ; James H. Kennedy, asst. cashier, Phila- 
delphia National Bank, Philadelphia, Pa., deposit 
functions; Wade G. Murrah, mgr., business de- 
velopment and advertising dept., First National 
Bank, Atlanta, Ga., business development and 
advertising; George E. Powell, v. p. & cashier, 
The Baltimore Bank, Kansas City, Mo., bank 
management; George Newell, asst. v. p., The 
Manufacturers Trust Company, New York, N. Y., 
credits; James C. Dulin, treas., American Secur- 
ity and Trust Company, Washington, D. C., 
investments; Robert F. Nutting, asst. treas., 
Home Savings Bank, Boston, Mass., savings, and 
A. Key Foster, asst. tr. off., Birmingham Trust & 
Savings Company, Birmingham, Ala., trust.— 
Richard W. Hill, secy., 22 East 40th st., New 
York, N. Y. 


ASSOCIATION of Reserve City Bankers— 

June 4-5-6. Sky Top Lodge, Skytop, Pa. 

—O. Howard Wolfe, cashier, Philadelphia National 
Bank, Philadelphia, Pa., chairman program com- 
mittee.—Joseph J. Schroeder, secy., 105 W. Adams 
St., Chicago, IIl. 


FINANCIAL Advertisers Association— 

September 10-11-12-13. Statler Hotel, Buffalo, N. Y. 

—Robert W. Sparks, asst. v. p., Bowery Savings 
Bank, New York, N. Y., in general charge con- 
vention program; Ernest L. Anderson, asst. tr. 
off., Rhode Island Hospital Trust Company, Provi- 
dence, R. I., chairman trust development depart- 
ment program. 
“Our convention theme this year is ‘How to Meet 
the Public Demand for Financial Information.’ 
Every session will be of vital interest to trust 
officers. Trust development work has for years 
had prominent consideration in our convention 
program.’’—Preston E. Reed, exec. secy., 231 S. 
La Salle st., Chicago, IIl. 


INVESTMENT Bankers Association of America— 
—‘The date and place of our 1934 convention will 
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be definitely decided at the meeting of the Board 
of Governors on May 19-23 at White Sulphur 
Springs, W. Va.”—C. Longford Felske, secy., 33 
S. Clark st., Chicago, Ill. 5-5-34. 


MORRIS Plan Bankers Association— 
September 17-18-19. Westchester 
Rye, N. Y. 
—Joseph E. Birnie, secy.-treas., 15 E. Fayette st., 
Baltimore, Md. 


MORTGAGE Bankers Association of America— 
October 4-5-6. Edgewater Beach Hotel, Chicago, 111. 
—George H. Patterson, secy.-treas., 111 W. Wash- 

ington st., Chicago, IIl. 


NATIONAL Association of Mutual Savings Banks— 

Annual meeting held May 16-18. 

—John W. Sandstedt, exec. secy., 347 Madison ave., 
New York, N. Y. 

—Excerpts from addresses by James P. Warburg, 
Edward K. Woodward, Fred F. Lawrence, Sam- 
uel Ferguson, Henry S. Kingman, Philip K. 
Benson, C. Willard Young, David Lilienthal and 
Henry R. Kinsey appear elsewhere in this issue. 


NATIONAL Association of Bank Auditors and Comp- 
trollers— 
October 23-24. Washington, D. C. 
—Arthur J. Linn, comp., Hamilton National Bank, 
Washington, D. C., general chairman of the con- 
vention. 


ROBERT Morris Associates— 

—‘‘General annual convention.—There is an indi- 
eation that it will be held toward the end of 
September, opening, perhaps, on the 22d or 29th. 
—Date not definite—it will probably be held in 
the East.’—Alexander Wall, secy., Lansdowne, 
Pa. 3-5-34,. 
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Taxation—Commissioner of Internal 
Revenue Ruled Dividends Taxable 
in Year Declared—Sustained by 
Board of Tax Appeals—Petitioner 
Contended Doctrine of Construc- 
tive Receipt Not Applicable—U. S. 
Supreme Court Reverses Decision. 


U. S. Sup. Ct.—Sewell L. Avery vs. Commis- 
sioner of Internal Revenue (Nos. 791 & 1792) 
Decided April 30, 1934. 


Mr. Justice McReynolds delivered the 
opinion of the Court. 


The petitioner was a large stockholder 
and president of the United States Gypsum 
Company. In November, 1924, the Com- 
pany declared a dividend payable on or 
before the 31st day of December following. 
Its check, dated December 31st, for the 
amount attributed to his stock, payable to 
him, was received by petitioner January 2, 
1925. In November, 1929, another dividend 
was declared, payable on or before the fol- 
lowing December 31st and the Company’s 
check for petitioner’s portion was received 
by him January 2, 1930. 


Annually dividend checks, signed by the 
proper corporate officers, and dated Decem- 
ber 31st were on that day mailed out to all 
stockholders except those who were officers 
and employees, including the petitioner. 
Checks for the latter were held in the 
treasurer’s office until the first business day 
of the next month and then distributed 
through the office mail. 


The Company declared dividends quar- 
terly; and in every instance they were made 
payable on or before the last day of some 
month. The dividend checks never left the 
treasurer’s office or went to the mailing 
department until the afternoon of the last 
day of the month. They were mailed on the 
last day of the month so as to be in the 
stockholders’ hands on the first business day 
of the following month. The practice was 
without exception that no_ stockholder, 
whether employee or officer, should receive 
his check before the first business day of 
the month following the month in which the 
dividend was made payable. 


Petitioner kept his accounts on the cash 
receipts and disbursements and calendar 
year basis. 


The Commissioner assessed the dividends 
above described as part of the petitioner’s 
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income for the years 1924 and 1929. The 
Board of Tax Appeals approved; and the 
court below affirmed this action. The facts 
are not in dispute. The only question for 
our determination is when, within intend- 
ment of the statutes, the dividends were 
“received” by petitioner. 


He maintains that under the plain lan- 
guage of the Revenue Acts of 1924 and 1928 
the dividends—like other assessable items— 
should be treated as income for the taxable 
years during which they were actually re- 
ceived—1925 and 1930. The Commissioner 
claims that under Treasury Regulations 
promulgated in 1921 and in effect ever since, 
the dividends constituted income for the 
years in which they were declared and made 
payable.* The regulation specially important 
here (No. 65, Art. 1541) follows:— 


“Dividends. . . . A taxable distribu- 
tion made by a corporation to its share- 
holders shall be included in the gross 
income of the distributees when the 
cash or other property is unqualifiedly 
made subject to their demands.” 


The Revenue Act of 1924, c. 234, 43 Stat. 
253, provides— 


“Sec. 212. (b) The net income shall 
be computed upon the basis of the tax- 
payer’s annual accounting period (fiscal 
year or calendar year, as the case may 
be) in accordance with the method of 
accounting regularly employed in keep- 
ing the books of such taxpayer; but if 
no such method of accounting has been 
so employed, or if the method employed 
does not clearly reflect the income, the 
computation shall be made in accord- 
ance with such method as in the opinion 
of the Commissioner does clearly reflect 
the income. If the taxpayer’s annual 
accounting period is other than a fiscal 
year as defined in section 200, or if the 
taxpayer has no annual accounting 
period or does not keep books, the net 
income shall be computed on the basis 
of the calendar year. 


“Sec. 213. For the purposes of this 
ae 


“(a) The term ‘gross income’ in- 
cludes gains, profits, and income... . 





1See Treasury Regulations, No. 62 (1921), Arts. 
53 and 1541; No. 65 (1924), Arts. 52 and 1541; No. 
69 (1926), Arts. 52 and 1541; Nos. 74 and 77 


(1928-32), Arts. 333 and 621. 
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The amount of all such items shall be 
included in the gross income for the 
taxable year in which received by the 
taxpayer, unless, under methods of 
accounting permitted under subdivision 
(b) of section 212, any such amounts 
are to be properly accounted for as of 
a different period. 


“Sec. 1001. The Commissioner, with 
the approval of the Secretary, is au- 
thorized to prescribe all needful rules 
and regulations for the enforcement of 
this Act.” 


Sections 41, 42 and 62, Revenue Act of 
1928, c. 852, 45 Stat. 791, are substantially 
like corresponding ones quoted from the 
1924 Act. Similar provisions appear in the 
Revenue Act of 1918 and all subsequent 
ones. 


The Revenue Act of 1921, c. 136, 42 Stat. 
227, 229, is peculiar in that it makes dis- 
tinction between dividends and other income 
items by the following provisions which 
does not appear in subsequent Acts. 


“Sec. 201 (e) For the purposes of 
this Act, a taxable distribution made by 
a corporation to its shareholders or 
members shall be included in the gross 
income of the distributees as of the 
date when the cash or other property 
is unqualifiedly made subject to their 
demands.” 


If we give the words of the statutes their 


ordinary meaning, clearly the dividends 
under consideration were not actually re- 
ceived by the taxpayer during 1924 and 
1929. Certainly, they were not received when 
declared. They did not come into the tax- 
payer’s hands on December 31st simply 
because payable on that day. And unless 
Congress has definitely indicated an inten- 
tion that the words should be construed 
otherwise, we must apply them according to 
their usual acceptation. 


The petitioner insists that the word “re- 
ceive” is free from ambiguity and admits 
of no interpretation; the statute furnishes 
the sole measure as to when dividends are 
to be reported. 


In behalf of the Commissioner it is said— 


The Revenue Act directs that the amount 
of all such (specified) items shall be in- 
cluded in the gross income for the taxable 
year in which received by the taxpayer. 
The word “received”, as applied to divi- 
dends, is not entirely clear since there are 
different times at which it reasonably may 
be claimed the taxpayer receives them. To 
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meet this situation, the Commissioner pro- 
mulgated the regulation that dividends are 
taxable when unqualifiedly made subject 
to the stockholder’s demand. This provision 
has been included in all Treasury Regula- 
tions since 1918, and has been approved and 
accepted by Congress through subsequent 
re-enactments of the statute. When a divi- 
dend unqualifiedly becomes subject to a tax- 
payer’s demand is essentially a question of 
fact. Here, the Board of Tax Appeals and 
the Circuit Court of Appeals agree that the 
dividends were subject to the taxpayer’s 
demand on December 31st. 

It is unnecessary for us to determine how 
far the quoted Treasury Regulation was in- 
corporated into the Acts of 1924 and 1928. 
If we assume that the Regulation, in effect, 
became part of those enactments, neverthe- 
less we think the Commissioner’s action was 
erroneous. In the disclosed circumstances 
the dividends cannot properly be considered 
as cash or other property unqualifiedly 
subject to the petitioner’s demand on De- 
cember 31st. It was the practice of the 
Company to pay all dividends by checks not 
intended to reach stockholders until the first 
business day of January; there is nothing 
to show that petitioner could have obtained 
payment on December 31st, he did not ex- 
pect this and the practice shows the com- 
pany had no intention to make actual pay- 
ment on that day. Nothing indicates that it 
recognized an unrestricted right of stock- 
holders to demand payment except through 
checks sent out in the usual way. The checks 
did not constitute payments prior to their 
actual receipt. The mere promise or obliga- 
tion of the corporation to pay on a given 
date was not enough to subject to petition- 
er’s unqualified demand “cash or other prop- 
erty”; and none of the parties understood 
that it was. ; 

This subject has been considered with 
varying results in Commissioner v. Bing- 
ham, 35F. (2d) 503 (1929); Hadley v. Com- 
missioner, 36F. (2d) 543 (1929); Commis- 
sioner v. Adams, 54F. (2d) 228, 230 (1931) ; 
Shearman v. Commissioner, 66F. (2d) 256 
(1933). The facts here disclose a situation 
substantially like that in Adams case; and 
we agree with the conclusion of the court 
therein, stated as follows: “We are also of 
the opinion that, on the facts found, the 
dividends were ‘not unqualifiedly made sub- 
ject to the demand of the stockholder,’ in 
the year 1924, if article 52 of the Depart- 
mental Regulations can be said to be valid 
and not in conflict with the express lan- 
guage of section 213 (a).” 


Reversed. 














































EXCERPTS FROM SELECTED ARTICLES 


Mortgage Deficiency Judgments—A Symposium— 
Virginia Law Review, May 1934, pages 719-815. 


EpiTor’s Note: Names of authors contributing to 
this exhaustive symposium will be found following 


Economic Aspects of The Deficiency 


Judgment— 

By JOHN W. BRABNER-SMITH. Temporarily 
with the Department of Justice as attorney 
member of the Chicago Bar, Washington, D. C. 


“It is evident that our mortgage fore- 
closure laws have developed in an economic 
age which is as unlike that in which we 
have been living as that into which we are, 
apparently, about to enter. It is the purpose 
of this discussion of the economic aspects 
of deficiency judgments to question, (1) 
whether the present method of mortgage 
liquidation can be justified in an era of 
rapid and violent economic cycles; (2) 
whether immediate changes in our mortgage 
foreclosure laws are desirable in view of 
the possible effect of the efforts of the 
present Administration to stabilize price 
movements; (3) whether the powers of 
courts of chancery are not sufficiently broad 
to remedy individual cases of inequity in 
mortgage foreclosures; and (4) whether 
these courts are not adjusting themselves 
to prevent the destructive influence of sac- 
rificing farm and home property at grossly 
inadequate sale prices.” 

The author reviews the development of 
the mortgage foreclosure transaction. Dis- 
cusses deficiency judgments and redemp- 
tion; value of deficiency judgments; effect 
of economic swings—booms and depressions; 
the new era, and relief in equity jurisdic- 
tion. He believes that “It is possible that 
we shall not again see periods of wholesale 
liquidation wherein there are no buyers, 
and where the amount of deficiency judg- 
ments is in the almost exclusive control of 
the mortgagee. Perhaps it is better for us to 
observe the effect of the efforts of the 
present Administration before attempting 
new legislation to meet conditions which 
may never return. With a fairly steady 
price level, with better credit control, and 
with laws protecting the investor from sales 
of mortgages and bonds based on fraudu- 
lent valuation of property, there should be 
no difficulty in obtaining a fair market for 
property at all times. Then there will be no 
need of long redemption periods nor of pro- 
tracted and expensive court liquidations.” 

The author believes that the solutions of 
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the problem of inequitable deficiencies, as 
satisfactory as any legislation could be, are 
as follows: 


1. Postponing the 
favorable time; 
. Refusing to confirm a sale unless the value of the 
property is bid or credited mortgagor, such value 
to be determined before sale in an upset price, or 
upon confirmation of the sale and as a condition 
thereof, at a hearing to establish the value; 

3. Entertaining the foreclosure bill only for the pur- 
pose of securing to the mortgagee the income, 
directing the mortgagor to turn it over, or order- 
ing temporary possession of the property to the 
mortgagee or to a receiver; 

. Refusing to entertain a foreclosure bill so long 
as the mortgagor applies the income to the mort- 
gage debt, and even enjoining foreclosure in certain 
instances. 


“These solutions of the problem of in- 
equitable deficiencies are as satisfactory as 
any legislation could be. Moreover, the con- 
stitutional limitations of the ‘due process’ 
and ‘contract’ clauses impose no obstacle. 
Finally, equity will act only where fair 
dealing requires an unusual exercise of its 
powers, whereas legislation benefits the un- 
deserving as well as the deserving.” 


Ten footnotes. 

Eprtor’s Note: R. W. TURNER, author 
of “The Equity of Redemption,” presents 
the subject, “The English Mortgages of 
Land as a Security.” All rights in this 
article were reserved by the author and 
time did not permit asking for permis- 
sion to excerpt or comment thereon. 


foreclosure sale until a more 
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Deficiency Judgments and Decrees— 


By OLIVER K. EATON, Chief Counsel Penn- 
sylvania Senate Committee Investigating Public 
Service Commission and Public Utilities, 1932. 
Pittsburgh, Pa. 

Mr. Eaton cites and comments upon cases 
involving deficiency judgments and decrees, 
and points to some legislative enactments 
which respond to the public demand for 
more favorable treatment of debtors. As a 
result of the cooperation of members of the 
profession in, thirty-three states and the 
District of Columbia, he outlines the local 
practice in seeking deficiency judgments. A 
careful study of this material shows that 
the usual practice in these jurisdictions 
varies widely and it is interesting to note 
the extent of this variation. 

The status of the emergency legislation 
of twenty states is shown and reviewed. 
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In summing up his treatise, Mr. Eaton 
says: 


“The theory of ‘equity of redemption’ was 
adopted many years ago to relieve from the 
harshness of the common law; the extension 
of equitable jurisdiction, whether by judicial 
precedence or statute, is an additional step 
in relief of debtors and is in the right direc- 
tion. There is no reason, under equitable 
principles, why a debtor should have all his 
property swept away by foreclosure sale 
for a sum admittedly inadequate and pos- 
sibly amounting only to costs, and still find 
himself liable for the whole debt or a major 
part of it. If plaintiffs in all States of the 
Union, before claiming deficiency judg- 
ments, are compelled to put a fair value on 
the security sold and credit it on their 
claims, the equitable ideal will be more 
nearly attained. A Florida Court has re- 
fused to be bound by the word ‘shall’ in an 
act relating to deficiency judgments, this 
being held by the Court not to be manda- 
tory. 


“In Chemical Bank & Trust Co. v. Schu- 
mann Associates, 91 New York Law Jour- 
nal No. 16 (Sup. Ct. Kings County, New 
York, 1934), where there was a deficiency 
judgment resulting from a sale for a 
grossly inadequate price, a Court of Equity 
decided it had the power to set aside a 
judicial sale without prejudice to the rights 
of a bona fide purchaser, and allowed evi- 
dence to be taken to determine the true 
amount of the deficiency, following the rul- 
ing of the Suring Case in Wisconsin. In 
New Jersey, a Court of Chancery decided 
it would not fix a minimum foreclosure 
sale price on the mere allegation of antici- 
pated lack of competitive bidding. United 
B. & L. Ass’n v. Neuman, 113 N. J. Esq. 244, 
166 Atl. 537 (1933), but, nevertheless, it 
also held that a mortgage purchasing prop- 
erty at foreclosure sale could not enforce 
personal liability of the mortgagors or their 
surety unless the fair value of the property 
was credited on the personal liability, 
Fruzynski v. Phillips, 114 N. J. Eq. 23 168 
Atl. 466 (1933), and that it would not assist 
a mortgagee in enforcing a deficiency judg- 
ment, by setting aside a fraudulent convey- 
ance, until credit was given for profit real- 
ized from the purchase of the land. This 
may be emergency procedure in equity, not 
to be used when sheriff’s sales will again 
accomplish their purpose. Clevenger v. Fech- 
enbach, 115 N. J. Eq. 8 (1934). It is to be 
hoped, however, that the Courts will assert 
their full equity powers and not be com- 
pelled to resort to emergency legislation or 


temporary equitable doctrines.” 
One hundred twenty-two footnotes. 


Mortgage Deficiency Judgments Dur- 
ing an Economic Depression— 
By SOL PHILLIPS PERLMAN, Member of the 
New Jersey Bar, Trenton, N. J. 

“The very severe economic depression 
through which we are passing has brought 
in its train great distress to the mortgage 
debtor. There has been an enormous num- 
ber of foreclosures against all types of 
property including, of course, homes and 
farms. The lack of available sources of 
mortgage funds and the fear of the general 
public to invest in real estate has caused 
almost an entire lack of competitive bidding 
at foreclosure sales. The result has been 
that, in addition to the foreclosure and con- 
sequent loss of the mortgaged property, the 
mortgagor has been burdened with very 
large deficiency judgments—in many cases, 
after costs have been added, more than the 
debt itself. Deficiency judgments in turn 
have enabled the mortgagee to sell out all 
the debtor’s property without any bidding, 
causing, ultimately, the complete ruin of the 
real estate mortgage debtor. Such a situa- 
tion, it has been recognized, has its effect 
upon the general economic welfare of the 
entire community.” 

The author discusses recent legislation 
and its constitution, citing many outstand- 
ing cases, digesting them and commenting 
thereon. 

“There has thus not been complete accord 
by the courts in granting the mortgage 
debtor relief against deficiency judgments. 
The decisions which have granted him relief 
to the extent of allowing in equity a deduc- 
tion of the fair value of the property seem 
to us * * * to be sound. It cannot be in 
accord with equitable principles to permit 
the mortgagee to take advantage of most 
unusual and distressing conditions, when a 
sale is no sale at all but a mere taking by’ 
the mortgagee, and let him take the security 
and then strip the debtor entirely. 

“It seems to us also that the best method 
of dealing with the deficiency judgment 
situation in an economic depression is to 
enact a statute, declaring an emergency, 
limiting it in time to a reasonably short 
period and granting the equity court power 
to deal with each situation upon equitable 
principles. Its decisions could be upheld 
apart from the statute and would not, there- 
fore, always run afoul of the question of 
constitutionality, and the result would be as 
fair to each party as it could be made.” 

One hundred forty-seven footnotes. 



























Conflicting Opinion on National Recovery Program— 
Discussion by Committee on Commerce of American 


Bar Association at Annual Meeting— 


Excerpts from American Bar Association Journal, May, 1934. 
Pages 269-289. 


EDITOR’s NOTE: Names of speakers, whose addresses are given, 


Legal Aspects of Legislation Under- 
lying National Recovery Program. 


By CHARLES E. CLARK, Dean of Law School, 
Yale University. 


Dean Clark confined his address to the 
development of constitutional doctrine as 
applied to the recovery program. At the be- 
ginning of his remarks he said: 

“To avoid being misunderstood, may I 
emphasize at once that my conclusions on 
the legal problem do not imply complete 
approval of the policies involved. Even at 
the expense of some digression from my 
main topic, but to be more explicit, I add 
that while I have expected a generally in- 
creasing responsibility of government for 
the control and direction of industry and 
desire the present experiment to succeed, 
yet I fear that too much has been attempted 
all at once. In trying to codify all industry 
within a few weeks or months, there is 
danger of an over-simplification, a painting 
in black and white only of diverse and com- 
plex problems, a forcing of unlike things 
into a single mould, and a throwing of the 
aura of governmental approval around what 
may be only the judgments or codes of spe- 
cial and interested groups. The problem 
as I see it notably as to the N. R. A., is to 
reduce the field of attempted control to an 
amount which can actually be managed. 

“Such doubts as these, however, should be 
directed to the legislative and administrative 
bodies which devise and execute the pro- 
‘grams. In.my view they have no place in the 
application of constitutional doctrine to 
federal legislation. The main burden of 
what I shall have to say is that, in the light 
of historical objectives, past precedents, and 
desirable future policy, constitutional dogma 
should not be forced to assume responsibility 
for, to cover up, or even to prevent legis- 
lative mistakes. Many and important are 
the functions of the Supreme Court, not the 
least of which is to act as final arbiter of 
conflicts in a dual system of government. 
These do not include, however, passing 


upon the desirability of social legislation. I 
hope to show later that unusual emphasis 
upon due process, not included within its 
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historical meaning, leads, however, to just 
that. The Court’s essays in this direction 
actually have not been numerous. They have 
been in fact the occasional exception to the 
general judicial tolerance. But these occa- 
sional instances have led to practically the 
sole widespread criticism of the Court and 
have had to be erased by war, by constitu- 
tional amendment, or by withdrawal from 
the positions assumed. Exceptional though 
they actually are, the Dred Scott case, the 
Income Tax cases, the Lochner case, illus- 
trate the dangers of extending the judicial 
function to include direction of govern- 
mental policy. 

“May I emphasize this yet more? Events 
of recent years have brought home to all 
the increasing complexity of social relations 
and our glaring failure to solve even ele- 
mentary problems of economic adjustment. 
Are any of us willing to admit that we 
must suffer recurring periods of prosperity 
and panic in resigned inaction and that an- 
other five years such as we are now living 
through must soon again be the lot per- 
haps of ourselves, certainly of our children. 
There is in last analysis only one way we 
can improve our lot. That is the way of 
trial and error. If we are held from this by 
rigid constitutional shackles, then indeed we 
are unfortunate. Our official reports of de- 
cisions show numerous examples of learning 
through experiment. I need cite but a single 
one. Would it not have been unfortunate, 
when the state laws organizing systems of 
guaranteeing bank deposits came before the 
Supreme Court in Noble State Bank v. 
Haskell in 1911, if the Court had then de- 
clared the legislation invalid and prevented 
the later thorough demonstration of the un- 
soundness of the plan? Except for this un- 
fortunate experience of the eight western 
states undoubtedly this would have been 
advanced as a panacea for our recent bank- 
ing ills. I can conceive of nothing more un- 
desirable at the moment, when both doubts 
and fears assail the N. R. A., than to have 
the Supreme Court take the responsibility 
of wiping it out of existence. I shall say 
dogmatically that I think the invalidating 
of this type of legislation on any ground of 
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its undesirability is an unwarranted exten- 
sion of constitutional theory.” 

Dean Clark’s three main lines of attack 
on constitutional validity of Agricultural 
Adjustment Act and National Recovery Act 
are the claimed improper delegation of 
authority from Congress to the Executive, 
the claimed attempt to regulate business 
beyond the limits of interstate commerce, 
and the claimed violation of the rights of 
the individual guaranteed by the due process 
clause of the Constitution. 

In his closing remarks Dean Clark said: 

“With these various precedents in mind, 
I feel that except for some purely local or 
intrastate transactions, the recovery legis- 
lation is due to be upheld. Personally, it 
seems to me that this is a wise governmental 
policy. The court is not in a position to exer- 
cise leadership in an economic and social 
emergency. It should not put a stop to at- 
tempts of other governmental agencies to do 
so. Wise consideration for the future stand- 
ing of the court as well as care for our own 
political future as a democracy impels to 
this conclusion. It seems to me, therefore, 
that the leadership in the profession can 
well be thrown not to placing impediments 
in the way of legislative action by raising 
constitutional barriers of doubtful or debat- 
able validity, but by trying to point the way 
to improvement and better adjustment of 
the legislative program. I can state my 
thesis in no better words than those used 
by Chief Justice White in addressing the 
American Bar Association in 1914, when he 
said: ‘There is great danger, it seems to 
me, to arise from the constant habit which 


prevails where anything is opposed or ob- 
jected to, of resorting without rhyme or 
reason to the Constitution as a means of 
preventing its accomplishment, thus creat- 
ing the general impression that the Consti- 
tution is but a barrier to progress instead 
of being the broad highway through which 
alone true progress may be enjoined?’ And 
he added this pertinent query which I put 
to you today: ‘Upon whom does the duty 
more clearly rest to modify and correct this 
evil than upon the members of our profes- 
sion?’ ” 


National Industrial Recovery Act: Is 
It Constitutional? — 


By HAL. H. SMITH, General Counsel, Michigan 
Manufacturers’ Association. 


Mr. Smith takes up the question of 
whether the Act is valid exercise of any 
power conferred by the Constitution and 
takes the position that the question must be 
considered not only in the light of the words 
of the Act, but also in the light of codes 
approved under and by virtue of it, since 
these have full force of statutory law. 

This discussion was presented under the 
following sub-titles: Delegation of Legis- 
lative Authority; The Application of the 
Act; The “Spirit” Doctrine; Inherent Sov- 
ereignty; The General Welfare; The Police 
Power; The Power to Regulate the Value 
of Money; The Commerce Clause; Regula- 
tion of Hours of Labor and Rate of Wages 
Separately Considered; Union Membership 
and Collective Bargaining; Unfair Methods 
of Competition; and The Emergency Doc- 
trine. 
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In conclusion, Mr. Smith said: 

“Where, then, is the power for this multi- 
plicity of control of industry, great and 
small, its wages, its hours of labor, its 
prices, its freedom? Not in the so-called ‘wel- 
fare clause’ of the Constitution; surely not 
in the ‘money clause’; not in the police 
power of the states. It cannot exist in the 
so-called ‘spirit’ of that document. The 
‘spirit’ which is evoked by those who pro- 
mote this excessive regulation is but the 
reflection of their own hopes. The emer- 
gency adds nothing to sustain the Act. 
There ‘was no such power in Congress be- 
fore. There can be none now. The Com- 
merce clause cannot be enlarged to sustain 
it, nor can those things not embraced by the 
words of that clause be brought within it by 
legislative fiat. 

“And how essentially foreign is the very 
theory of this regulation to all the funda- 
mentals of the relation between the Federal 
government and the several states. As ex- 
pressed in this National Industrial Recovery 
Act it destroys the powers of the states 
to order their own affairs. That very power 
reserved by the states, which, in the recent 
decisions, was held to sustain the Minnesota 
emergency mortgage moratorium and the 
New York Milk law, disappears, trampled 
under the feet of this new authority. 

“Our inquiry was not directed to the 
economics of this recovery program. It did 
not concern the question as to whether the 
Constitution should be modified and changed. 
It was directed solely to the relation of the 
Act to the Constitution as it is written and 
as it has been interpreted. We leave these 
other questions to other times and other 
places. If regulation such as that imposed 
by this Act is desired by the people, it can 
doubtless be lawfully secured. But—and I 
quote Justice Holmes—‘a strong public de- 
sire to improve the public condition is not 


enough to warrant achieving the desire by 
a shorter cut than the Constitutional way.’ 
Whatever then may be the answer to these 
questions of policy and politics, for the 
lawyer who has taken the oath there is, as 
to this Act, but one problem. Is the Act 
within the Constitution? It is not, and his 
duty is clear. He should so declare. Higher 
than any obligation the lawyer owes to 
some supposed immediate public welfare, is 
his duty to sustain that charter of our 
liberties.” 

Mr. Smith’s address contains sixty foot- 
notes of references and citations. 


Essential Factors In Determining Con- 
stitutionality of Recovery Act— 


By DAVID L. PODELL, Member of the New 
York Bar; Co-Author of National Industrial 
Recovery Act. 


“IT have always felt and it will probably 
be agreed, that the constitutionality of any 
statute cannot be measured by a yardstick. 
You cannot ignore the purpose of the legis- 
lation. You cannot ignore the effect of the 
legislation. You cannot just confine your- 
self to the bare question: Does this piece 
of legislation fit into the four corners of 
the Constitution? without considering the 
purpose of the legislation, the effect of the 
legislation, the conditions that brought it 
forth, whether they be of an economic, 
political, or social character.” 

Mr. Podell said: “The Preamble to the 
Constitution isn’t the source of power, nor 
is the coinage clause. The real source is the 
power of Congress to regulate interstate 
and foreign commerce * * * the only sub- 
stantive law that is contained in the Re- 
covery Act, the only definite declaration of 
policy, is to be found in the labor clauses; 
the rest of the Act provides a piece of ma- 
chinery to facilitate the doing of something; 
the doing of what? Effectively to carry out 
the cooperative effort of a group. 

“What is there in the Constitution of our 
land that prevents groups from cooperat- 
ing? What is there in the cooperation that 
groups may indulge that inveighs against 
the Constitution or any clause thereof? 
There is not a thing in the Constitution.” 

Mr. Podell concluded his address with the 
following statement: 

“Now, no court on earth can study the 
constitutionality and do justice to the ques- 
tion of constitutionality involved, without 
considering it in the light of the back- 
ground, in the light of the conditions in the 
light of the aims, the objects, the purposes, 
the prevailing strife and struggle of a three- 
year period of depression. The ultimate test, 
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as I had occasion to say before, might well 
be: is it really working well? Is it really 
accomplishing its purpose? And, mark you, 
if you want to bring that argument into 
bold relief, just say to yourself, supposing 
this instrument that we have here does 
operate to re-employ millions of men, sup- 
posing this instrument that we have here 
does facilitate the settlement of labor dis- 
putes, supposing it has had some very def- 
inite, benign, wholesome effects in this pres- 
ent situation that we are all familiar with. 
Suppose it meets the demands of the na- 
tional emergency. Are we to wipe it from 
the books because in some instances it may 
hamper the minority in a group? Rather find 
a way of protecting the minority judicially 
or administratively. That may well be ac- 
complished by judicial review of the pro- 
visions of each code. I say to you that at 
the very least you cannot ignore these vital 
considerations in any discussion of the con- 
stitutionality of this legislation.” 


Some Constitutional Aspects of The 
National Recovery Program— 


By FREDERICK H. WOOD, Member of the New 
York Bar. 


Mr. Wood’s address was devoted to the 
following: The Monetary Legislation-Public 
Resolution No. 10 of the Seventy-Third Con- 
gress; Industrial Recovery Act and the 
Agricultural Adjustment Sections of the 
Emergency Farm Mortgage Act; The Bank- 
ing Act; and The Securities Act. 

In conclusion, Mr. Wood stated: 

“If all of these acts and the implications 
of authority contained therein, and in their 
administration as hitherto conducted, be 
within the Constitution, then the Federal 
Government is empowered: 
1.To control the production and distribution of all 

agricultural products. 
2.To control, in their most important aspects, the 

production and distribution of substantially all 
other articles commonly moving in commerce. 

- To regulate the business of banking to the exclu- 
sion of the States. 

.-To regulate and control the issuance, distribution 
and sale of securities. 

.To fix the civil rights and liabilities of persons 
engaged in the sale of articles moving in interstate 
commerce, or whose sale is solicited by means of 
interstate communication or through the mails. 
“This vast array of powers is sought to 

be sustained chiefly under the commerce 

clause, although other provisions of the 

Constitution are relied on. The commerce 

clause has been a fruitful source of exten- 

sions of Federal power into fields thereto- 
fore exclusively occupied by the States, and 
whose extension would probably have been 

rejected by the judicial thought of the im- 

mediately preceding generation. It will no 
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doubt continue to be the source in the future 
of similar further extensions of Federal 
authority. As economic and social conditions 
change in the future, as in the past, it may 
also be fairly assumed that the restraints 
of the Fifth and Fourteenth Amendments 
will be lifted in respect of many matters of 
legislation to which hitherto regarded as 
applicable. Federal encroachment upon the 
theretofore exercised powers of the State 
and the relaxation of the restrictions of the 
Fifth and Fourteenth Amendments have 
hitherto been by gradual process. At a single 
session of Congress there has been passed a 
body of laws which, if the extreme applica- 
tion sought to be given to them be valid, 
would in effect transfer to the Federal Gov- 
ernment substantially the entire police 
power of the States. Moreover, experience 
teaches that powers so vast can be exer- 
cised in practice only through a bureaucratic 
administration. Courts and judicial process 
are not adapted to the disposition of admin- 
istrative problems. Experience also teaches 
that bureaucratic administration ultimately 
results in administration conducted in large 
measure by subordinates, and free from 
practical restraint upon the part of the 
judiciary, except in the case of obvious and 
flagrant abuse of power. 

“If these Acts and the implications con- 
tained therein and in their administration 
be valid, then there has been accomplished 
a complete change in the theory of our gov- 
ernment, and in the relation of the Federal 
and State Governments to each other, affect- 
ing both the rights of the States and the 
activities of every individual. It has not 
been the purpose of this paper to discuss the 
wisdom or unwisdom of such change, but it 
seems important that we should not only 
know the road on which we are traveling 
but the destination to whicli it leads.” 

Thirty-one footnotes of citations and ref- 
erences. 


The Market Action of New Issues—A 
Test of Syndicate Price Pegging— 


Harvard Business Review, April, 1934, pages 339- 
344.—By W. H. STEINER, chairman department 
of Economics, Brooklyn College, and OSCAR 
LASDON, Bond Analyst, New York, N. Y. 


“In recent years the investing public has 
been increasingly reluctant to buy new bond 
issues. Generally speaking, investors have 
not felt disposed to purchase such securities 
until after the dissolution of the distributing 
syndicates. In other words, there has been 
a tendency to withhold purchases until a 
natural market has developed in the par- 
ticular security offered. 





620 


“The termination of the syndicate usually 
marks the beginning of a genuine market. 
With the removal of syndicate bids, artificial 
support is withdrawn and a ‘pegged’ market 
ceases to exist. The price of the issue then 
fluctuates in response to ordinary market 
forces. Only when the latter condition has 
prevailed, have many investors shown a 
willingness to enter the market. 

“Of course, such a policy on the part of 
the individual investor is either the result 
of some previous experience in the purchase 
of a new issue or else it represents a gen- 
eral opinion, on his part, that it would be 
more profitable to purchase the issue after 
it has been ‘seasoned’ somewhat market- 
wise. 

“With a view to determining the accu- 
racy of such a belief, a study of the market 
action of new issues was undertaken. The 
results of this investigation should disclose 
whether any factual basis exists for the 
public antipathy toward new issues. 


Type of Security Used for Study 


“In order to present a more accurate 
analysis, and to safeguard against possible 
erroneous conclusions, several limitations 
have been observed. 

“In the matter of time, the study has 
been confined to the period 1924-32. As to 
the type of security, domestic corporation 
issues form the basis of this analysis. Gov- 
ernment and municipal issues have been 
excluded, as well as foreign corporation 
issues, with the exception of Canadian in- 
dustrial and utility bonds. Furthermore, 
because short- and semishort-term securities 
normally show little variation in price, 
those issues maturing in less than ten years 
from the date of offering have not been 
included. Moreover, only single offerings of 
amounts of $10,000,000 or more have been 
considered. 

“Naturally enough, only those issues of 
which there were full price records were 
studied. This confined the investigation to 
those bonds listed on the New York Stock 
and Curb Exchanges following the date of 
offering. In addition, the issues included in 
this study represent new offerings, no prior 
offerings of these same securities having 
been made. They do not represent offerings 
of additional amounts of securities which 
had been floated previously. With the ex- 
ception of certain convertible issues, none 
of the obligations included in this study 
were exchange offerings made to holders of 
outstanding securities; they had to be sold 
<0 investors. 
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“A total of 288 issues, amounting to 
$8,427,900,000, met these requirements dur- 
ing the nine-year period studied. The data 
were broken down; offerings were classified 
as to the year of issue and were then segre- 
gated as to the type of obligation, whether 
convertible, rail, utility or industrial. Next, 
a tabulation was made of those issues break- 
ing their offering prices within a period of 
six months following the date of offering.’ 
The analysis was then carried further. 
The statistics were examined to ascertain 
whether new issues showed a tendency to 
break their offering prices at any particular 
time interval following their origination, as 
well as to determine the extent to which the 
obligations depreciated in price. 


Issues Breaking Their Offering Prices 


“Of the 288 issues studied, 227, or 78.7%, 
broke their offering prices within the six- 
month period. However, it is obvious that 
convertible issues are influenced by other 
forces, in addition to those which govern 
the price movements of ordinary bonds. 
Deducting convertible obligations in order 
to obtain a homogeneous group, it was 
found that 203 out of 256 nonconvertible 
obligations, or 79.3%, broke their offering 
prices within the stipulated period. 

“Considering amounts instead of number 
of issues, $6,327,700,000, or 75.1%, of the 
sum total of $8,427,900,000 worth of issues 
studied broke their offering prices. When 
the adjustment was made for convertible 
obligations, $5,467,600,000, or 77.5%, out of 
a total of $7,057,000,000 declined below the 
original price. * * * 

“Further inquiry was made to determine 
whether any particular type of obligation 
acted adversely immediately after issue. In 
other words, how do the market actions of 
new rail, utility and industrial obligations 
compare? In general, an analysis shows that 
utility issues acted best marketwise, al- 
though the rails and industrials followed 
closely in the order named. Relatively 
speaking, convertible issues presented the 
best showing. It must be realized, however, 
that the comparison is not entirely accurate 
since, as has been pointed out, convertible 
bonds are influenced by factors other than 
those affecting ordinary obligations. * * * 

“What has been the experience of new 
bond issues in different years? To what 


1As a general rule, most issues start to acquire 
“seasoning” within the space of six months following 
the date of offer. By that time, in all but a few cases, 
the original distributing syndicate has been disbanded 
and the issue is left to fluctuate in price without being 
accorded artificial support. 
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extent does a rising or declining bond 
market affect the prices of newly issued 
securities? The statistics gathered seem to 
indicate that the mortality rate is heavy 
even in those periods when there is a strong 
and healthy bond market. * * * 

“During the years 1924-27, and again in 
1930, bond prices were rising. However, it 
is to be noted that even in these periods a 
substantial proportion of new issues broke 
their offering prices within the six-month 
period. This leads to the conclusion that the 
withdrawal of the underwriting syndicate, 
even in a good bond market, generally 
results in prices slipping below the levels 
at which they were initially supported. 

“It may also be observed that -in 1928, 
when money rates began to harden, all the 
issues studied succumbed to the influence 
of a declining bond market. Thus as soon 
as underwriting support was removed under 
unfavorable conditions, price decline became 
inevitable. 

“The year 1932 seemingly presents a flat 
contradiction of the above statement. In 
that year only slightly more than 33% of 
the total number and amount of issues broke 
their offering prices. This, however, can 
easily be explained. The demoralized condi- 
tion of the bond market hindered the flota- 
tion of securities. Few obligations were 
issued and those were of the highest type, 
being largely good operating utility issues. 
There was a cautious approach to invest- 
ment channels. Great care was taken to set 
the proper date of offer and to price the 
issue attractively. The placing of the major 
portion of these issues with individual and 
institutional investors was probably assured 
before formal offer. * * * 





























“So far, our study has shown that the 
majority of issues ‘break’ their offering 
prices within a period of six months of the 
date of offering. The question now arises, 
Is there any particular interval following 
the date of offering during which this 
occurs? Of the 203 nonconvertible issues re- 
viewed, approximately 69% break within 
three months. This is not surprising in view 
of the fact that this period represents the 
average duration of the syndicate. It has 
been estimated that the normal life of most 
syndicates ranges from two to three months. 
This belief is confirmed by the fact that 
37.4% of the issues studied ‘break’ within 
that period. 

“There is no doubt that a decline in the 
bond market helps to shorten the interval 
between offer and ‘breaking.’ Many issues 
decline below their offering prices from 
three to six months after the date of offer. 
It is a moot question as to whether or not 
many of these cases cannot be ascribed to 
the course of the bond market rather than 
to the removal of syndicate bids. As the 
average life of a syndicate, as just stated, 
is estimated to be less than three months, 
the explanation is a logical one. 

“Approximately 45% of those noncon- 
vertible issues breaking their offering prices 
do not show more than a 2% depreciation 
during the six-month period. About 39% 
show a depreciation ranging from 2%% 
to 7%. The American machinery of issuance 
and distribution has often been criticized 
on the ground that our practice of ‘peg- 
ging’ prices of new issues has invariably 
resulted in the investor buying at top prices. 
To some extent, price depreciation of new 
issues may be due to a declining bond 
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market The larger part, however, is account- 
ed for by the removal of syndicate bids 
following distribution of the issue to the 
public. No cause for complaint would exist 
if the price decline, in a normal market, 
could be limited. Even in England, where a 
free and natural market generally exists 
in an issue from the date of offer, issues 
may decline as much as 2%. However, in 
recent years, cases of overpricing in Amer- 
ica have been frequent and flagrant enough 
to result in agitation for the copying of 
British issuing practices. * * * 

“The fact that an issue breaks its offer- 
ing price within a relatively long or short 
period following its offer does not indicate 
that the price decline will be either large or 
small. It is to be noted that, as a general 
rule, the greater proportion of severe price 
declines takes place in those periods when 
the bond market is reactionary. 


Relative Merits of Issuing Houses 

“The relative merits of the underwriting 
activities of investment banking houses and 
bank security affiliates have long been the 
subject of controversy. It was not the pur- 
pose of this study to inquire as to the 
superiority of one type of organization over 
another. However, on the basis of the mate- 
rial gathered, underwriting experience, as 
far as market action within the six-month 
period is coneerned, seems to have been 
about the same. There are both good and 
bad examples in each division. 

“A comparison of small and large invest- 
ment banking houses shows that the latter 
group generally has been more successful 
in issue operations. This is probably due, 
among other reasons, to the fact that these 
organizations display better judgment in 
pricing and timing of flotation than do their 
smaller contemporaries. Because of their 
wider clientele, they can also discriminate 
in favor of higher type securities. 

“As far as individual issuing houses are 
concerned, it appears that those institutions 
specializing in the issuance of the highest 
grade securities set the best record. This is 
particularly true in the case of one Phila- 
delphia house specializing in the issuance 
of high-grade obligations. 


Conclusion 


“The results of this investigation indicate 
that, as a general rule, it would be far more 
profitable for the average investor to pur- 
chase new. issues after the process of initial 
‘seasoning.’ Of course, there are instances 
in which issues go to a premium immediately 
following the offering, but these cases are 
the exception rather than the rule. Further- 
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more, it must be realized that if the demand 
for a particular issue is exceptionally keen, 
the average investor finds it practically im- 
possible to secure any substantial amount 
at the offering price. Unfortunately, in these 
cases, the desired securities are concentrated 
in the hands of a few dealers who allot 
them to their favored customers. 

“This study merely furnishes statistical 
proof of a belief that has been prevalent for 
many years. Of course, if every individual 
declined to buy new issues, flotation of 
securities would be impossible. Neverthe- 
less, under the present system of issuance 
and distribution, the tendency on the part 
of the public to avoid new issues has already 
reached substantial proportions. Eventually, 
it may result in a revision of American 
practices somewhat along British lines.” 

There are four highly illustrative charts 
and four informative tables. 


Control and Audit of Corporate Trust 
Department From Viewpoint of Of- 
ficer in Charge 


The National Auditgram, April, 1934, pages 5-8. 
—By M. S. ALTEMOSE, assistant secretary and 
registration officer, Fidelity-Philadelphia Trust 
Company, Philadelphia, Pa. 


Mr. Altemose describes the principal 
divisions of fiduciary work, explains the 
functions of a corporate trust depart- 
ment and stresses the need of co-ordina- 
tion with the audit and control divisions 
of trust institutions, citing the fact that 
the average unit transactions in the cor- 
porate trust department are greater in 
value than in other divisions of a bank 
engaging in trust business. 

“The Trustee upon acceptance of an 
appointment to act for a new issue will 
first schedule the various procedures to 
be observed in setting up the corporate 
trust records to assure proper adminis- 
tration, which are substantially as fol- 
lows: 

1. Report the account as new business to 

proper Department. 

2. Prepare a “History of Trust” Sheet, or 

a so-called docket for use during the 
life of the trust to record in sequence 
the developments relating to it. 

. Set up Bond Registration records, 
coupon paying account and commis- 
sion file. 

4. Prepare tickler cards: 


Under General Duties—of Trustee. 
Preparation of Sinking Fund Notices 
Calling of bonds 





TSirmeite 1’ 


Receipt of collateral under prior 
mortgages at maturity 

Refiling as chattel mortgage 

Cancellation of bonds on records of 
trustee in case others act as Pay- 
ing or Sinking Fund Agent 


Under Trust Requirements—by the 
Mort gagor 
Sinking Fund Payments 
Redemption notices 
Insurance schedules 
Financial statements 
Equipment schedules 

5. Obtain supporting documents and ap- 
proval of counsel at time of execution 
of Indenture, as follows: 

Certified copy of charter and of By- 
laws of the Company. 

Certified copy of minutes showing pro- 
ceedings by the Board of Directors 
creating the indebtedness and appoint- 
ing trustee; in certain instances, also 
evidence that stockholders have taken 
appropriate action. 

Certificate of election of officers exe- 
cuting the mortgage and the bonds, 
with specimen signatures. 

Order and approval of any public serv- 
ice commission or other body having 
jurisdiction. 

Opinion of counsel to the mortgagor 
company that the indenture gives the 
lien which it and the bonds issued un- 
der it purport to create. 

Opinion from same counsel that the 
mortgage need not be filed as a chattel 
mortgage or evidence that it has been 
so filed. 

Evidence as to the payment of any 
mortgage tax imposed by law. 
Specimen of the security to be issued. 

. Ascertain that pledged collateral has 
been deposited and that the trustee 
holds title thereto. 

. Write to Company for signature cards, 
insurance policies or first insurance 
schedule. 

. Write prior trustees, where necessary, 
sending copy of the new indenture and 
calling attention of the lien it may 
have on securities held by them or 
restrictions the new indenture may 
have upon issuance of securities under 
the. prior mortgage; also ask for a 
copy of their mortgage and send any 
other notices necessary. 

- Prepare memo card as to splitting 
of temporaries and definitives, and 
charges to be made. 

- Note on collection cards disposition of 
interest and dividends on collateral. 
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11. Index the conversion privileges, if any. 
12. Send memo to statistical department 
of statements expected from company. 

13. Record name and address of counsel 
to the Trustee. 

14. Obtain all recorded original docu- 
ments or evidence of recording and 
enter on records. 

15. Obtain supply of printed copies of 
Indenture for files and distribution. 


Records of Special Interest to Auditors 

“Loose leaf records are used wherever 
practicable. The convenience and flex- 
ibility of such records recommend their 
general use and account for their adop- 
tion by most of the larger institutions 
doing a fiduciary business. In all cases 
where loose leaf records are used by 
trust departments, it is important that 
there be a complete and independent 
audit of the work so recorded. This fur- 
nishes an additional safeguard, and may 
be of considerable value in case it be- 
comes necessary to submit the records 
as legal evidence. As a number of the 
records are maintained solely in aid of 
the administration of the trusts within 
the Corporate Trust Department, I will 
confine references to those only having 
to do with the transactions representing 
monetary value and with which the audi- 
torial staff is distinctly identified. 


1st Record of bonds issued. Here are re- 
corded the bonds, received,. certified 
and delivered; also bonds cancelled. 
Vault tickets checking in all bonds 
received and checking out all bonds 
delivered are collected from the vault 
daily and constitute evidence of the 
transactions for use by the audit de- 
partment in posting its independent 
control records. Bonds cancelled upon 
redemption or for other purposes, such 
as sinking fund operations, exchange 
of temporaries for definitives, or ex- 
changes for denominations, are phys- 
ically delivered to the auditor period- 
ically against his receipt for custody. 


Record of Collateral held under Trust 
Indentures. All such collateral is 
checked in *:d out the vault on tickets 
which the sault custodian delivers to 
the auditor for his use in maintaining 
a control record. The auditor verifies 
receipts covering collateral withdrawn 
for delivery. 
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8rd Cash Ledger. Entries in the cash 
ledger are based upon requisition 
tickets for checks from the teller as 
to debits and upon credit. memoranda 
accompanying the deposits with the 
teller. The requisition tickets and 
credit memoranda are routed to the 
audit department after posting in the 
corporate trust department and are 
used by the auditor to prove the re- 
ceipts and disbursements with the 
current aggregate corporate trust cash 
balances. Except moneys on deposit 
for payment of coupons and matured 
or called principal of bond issues, all 
cash passing through the offices of the 
Trustee in its capacity as such is re- 
corded in the Corporate Trust Cash 
Ledger. The major purposes for which 
the Trustee handles cash include sink- 
ing fund operations, proceeds of prop- 
erty released from the trust, fire in- 
surance losses and proceeds from 
original sale of equipment trust cer- 
tificates used to pay for equipment 
leased under the Agreements. 


“When the procedure under the duties 
of the Trustee reaches the point where 
bonds signed by the officers of the mort- 
gagor company are received by the Trus- 
tee for the purpose of authentication and 
delivery, the element of audit commences 
and is constantly in evidence through the 
life of the issue, and subsequently until 
the paid and cancelled bonds are de- 
stroyed by burning and an affidavit cer- 
tificate of cremation is executed and filed 
with the trustee records. 

“The work of the coupon paying di- 
vision of a banking institution involves 
(1) payment of coupons, (2) accounting 
to its principal for coupons paid and (3) 
services with respect to the Federal In- 
come Tax. Normally, its relations with 
the debtor corporation are those of agent 
to principal, but it is possible to impress 
with a trust the funds deposited to pay 
coupons. In the case of insolvency of the 
debtor corporation or the service of a writ 
of attachment upon the paying agent, the 
question of whether the funds are de- 
posited with the bank as paying agent 
or as a trustee would be of prime im- 
portance. In such contingency, action by 
the bank should be taken only after a 
review, in consultation with counsel, of 
all of the facts of the specific case. One 
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of the first duties of the officer in charge 
is to see that the funds received are 
sufficient to cover all interest payable at 
his department. An insufficient amount 
deposited to cover interest at maturity 
may be caused by one or more of the 
following factors: 
(1) The amount of interest on fully reg- 
istered bonds being paid directly by the 
company or its bond registrar. 
Bonds held in the treasury of the com- 
pany from which coupons are not col- 
lected. 
Bonds pledged by the company under 
other mortgages or to secure loans, and 
from which coupons are not collected. 
“If the size of the issue is sufficient 
to justify the trouble and the debtor cor- 
poration is willing to co-operate to the 
necessary extent, it is often advisable to 
arrange with the corporation to make a 
complete accounting to the trustee at 
each interest maturity by submitting for 
inspection the receipts for registered 
interest and the cancelled coupons from 
treasury or pledged bonds. These items, 
together with the amount of funds de- 
posited to pay coupons in the hands of 
the public, should, of course, equal the 
amount of interest due on the total 
amount of bonds shown by the Trustee’s 
records to be outstanding. 


(2) 


(3) 


Recording Coupon Payments 


“Coupons are seldom presented for 
payment by the actual owner, who usually 
finds it more convenient to collect them 
through his bank. As a consequence, 
coupons for payment are received by the 
paying agents in financial centers largely 
through the other banks in the same city 
and in substantial amounts. Thus, many 
of the entries on the coupon paying 
register will include several different 
issues of coupons, and each issue will be 
composed, perhaps, of several small lots 
of coupons originating in different 
sources. At the end of the day, a settle- 
ment is made in the department by sort- 
ing the coupons into issues to determine 
the total of each issue paid and the 
aggregate of all issues paid is proved 
with the total recorded in the coupon 
paying register. The total of each issue 
paid is debited to the account maintained 
separately for it. As coupons are bearer 
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instruments, and readily negotiable at 
maturity, it is most important to main- 
tain a current audit of the coupon paying 
detail. Upon proof in the department of 
each day’s work, the cancelled coupons 
are delivered to the auditors, who verify 
them with the total cash disbursed dur- 
ing the day and retain the cancelled cou- 
pons until the monthly statements are 
prepared by the paying division. These 
statements are then delivered to the 
auditors, who verify the total debits 
shown thereon with the aggregate of 
cancelled coupons in their possession. If 
the two totals agree, the cancelled cou- 
pons and statement are sent to the debtor 
corporation. Of recent years a number of 
corporations, to relieve themselves of the 
detail of handling cancelled coupons have 
requested the paying agent to retain the 
cancelled coupons, to cremate them peri- 
odically, and to furnish the company with 
proper cremation certificates. The veri- 
fication of daily coupon payments con- 
stitutes by far the greatest activity of 
the auditor in the Corporate Trust De- 
partment. 


Depositary Accounts 

“In its capacity as depositary for 
Bondholders Protective Committees and 
in connection with reorganizations the 
division handling that business in the 
bank often comes in close contact with 
the corporate trust division. The word 
“reorganization” is intended to denote 
the rearrangement of the capital struc- 
ture of a corporation, involuntary as 
regards the corporation, and _ usually 
effected through the legal enforcement of 
the rights of one or more classes of 
security holders or creditors. In nearly 
all such cases the foreclosure of one or 
more liens is involved and the reorgan- 
ization results in the formation of a new 
corporation. In contrast to the use of the 
word “reorganization,” “readjustment” 
is the term used to indicate the rear- 
rangement of the capital structure of a 
corporation which is voluntary in nature, 
and consummated without the enforce- 
ment of the legal remedies of security 
holders or creditors. A readjustment may 
be effected with or without the inter- 
vention of committees representing the 
security holders and creditors, but in 
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nearly all cases with the aid of banks 
as depositaries. 

“Ordinarily, the initial step of a re- 
organization takes place when the cor- 
poration has failed to pay, when due, 
one or more of its obligations for princi- 
pal or interest on its outstanding indebt- 
edness, and is evidenced by the forming 
of Protective Committees for the holders 
of the various classes of securities. These 
committees approve a deposit agreement 
conferring powers on them to act and 
invite deposit of the securities they rep- 
resent with the Depositary, which issues 
Certificates of Deposit therefor. When a 
sufficient percentage of the total -securi- 
ties is deposited to warrant the con- 
summation of a plan of reorganization, 
the committee, after designing a plan 
based on a new capitalization which the 
current and projected earnings of the 
business will support, submits it to the 
depositing bondholders for their approval. 
If excessive dissents to the plan are not 
filed, it is adopted by declaration and the 
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committee forthwith proceeds to acquire 
title to the property of the corporation 
being reorganized to enable it to form 
the new corporation which will issue the 
securities contemplated in the plan. 
“The Depositary therefore not only re- 
ceives securities and issues Certificates 
of Deposit, but also is called upon by the 
committees to make distribution of the 
new securities to the depositors upon 
surrender of their Certificates of Deposit. 
In the assumption of these duties the 
Depositary is charged with full respon- 
sibility for the safekeeping and custody 
of the deposited securities and with 
proper accountability of the new securi- 
ties made available by the committees 
for delivery to depositors. The auditor is 
concerned in seeing that the securities 
received for deposit and lodged in the 
bank’s vault tally with the record of Cer- 
tificates of Deposit issued, and that new 
securities on hand equal the amount re- 
quired for delivery against outstanding 
certificates of deposit. Here again, the 
“in and out” tickets passing through the 
vault custodian serve as the principal 
medium of evidence to the auditorial 
staff leading to the thorough checking 
of the items embraced in the varying 
types of deposits of securities and the 
resultant distributions which in nearly 
every account are dissimilar. Because of 
lack of uniformity of distributions the 
department records must usually be spe- 
cially designed to meet the circumstances 
presented in each account; likewise, the 
auditor must adapt his records for check- 
ing to conform with the department pro- 
cedure in each respective instance. 


Stock Transfer Agent and Registrar 


“In the stock transfer department the 
bank acts as agent for corporations and 
others in issuing certificates representing 
shares of the capital stock of such cor- 
porations and in recording changes in 
ownership of the stock on books which 
it keeps for its principal. The ownership 
of stock is evidenced by certificates 
registered in the owner’s name. As near- 
ly each stock transfer agent is required 
to send to another bank, as registrar, all 
the cancelled and new stock certificates 
handled in an account each day for the 
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purpose of registration to guard against 
over issue and to have the new certifi- 
cates examined for proper execution, the 
auditor is concerned merely with period- 
ical verification of the total shares 
recorded on the stock transfer ledgers. 
Stock registration embraces the cancella- 
tion of signatures on the surrendered 
certificates, the completion of necessary 
entries on the records of the Registrar, 
the dating and signing, as registrar, of 
the new certificates, and the return of 
both the old and new certificates to the 
transfer agent as promptly as possible. 
Daily work at the registration desk need 
not be checked by the auditors, but as in 
the case of stock transfer, he satisfies 
himself at stated intervals that the bank 
as registrar has permitted no registra- 
tion of stock in excess of that authorized 
by the principal corporation to be issued 
and registered.” 


Public Utilities and the New Deal 
The Girard Letter, April, 1934, Girard Trust 
Company, Philadelphia 

The concluding paragraphs of the article 
summarize its contents as follows: 

The light and power industry, which dur- 
ing the past twenty years has made tremen- 
dous progress in developing the use of elec- 
tric power, increased its output six-fold, cut 
its rates by almost one-half, and which pays 
a tax bill of approximately one-seventh of its 
total revenue,—an industry whose securities 
represent the savings of millions of individ- 
uals, and the funds of philanthropies, educa- 
tional institutions, savings banks and life 
insurance companies—we see being subjected 
directly to the competition of governmen- 
tally financed plants and distributing sys- 
tems selling power below cost, and threat- 
ened by a vast expansion at public expense in 
the existing surplus capacity of the industry. 

Looking at the matter solely from the 
point of view of the fiscal position of the 
government, we might well hesitate to de- 
stroy an industry which is at present an im- 
portant source of revenue to replace it with 
non-tax-paying public plants, and to destroy 
the savings and sources of income of many 
of our citizens. Faced with a debt greater 
even than the war-time public debt, our coun- 
try’s tax burden must need be a heavy one 
for many years to come. If thoughtlessly we 
tear down and destroy such wealth as now 
exists in the hands of our saving and tax- 
paying citizens, upon what will the future 
credit of our government rest secure? 





BOOKS AND BROCHURES REVIEWED 


Economic Reconstruction — Report of the 
Columbia University Commission. 


Published April 25, 1934, by Columbia University 
Press, New York, N. Y. 259 pages. $3.00. 


The Columbia University Commission was 
appointed during the last few days of 1932 
and began its labors in the first months of 
1933, when the depression was at its deep- 
est. The banking holiday and the departure 
of the United States from the gold standard 
quickly followed. In rapid succession there- 
after came the drastic and far-reaching 
measures of the “new deal.” Mr. MaclIver, 
chairman of the commission, states in ‘the 
preface to the report: 

“To take cognizance of these historic 
changes the program of the committee had 
to be continually readjusted. Many of the 
members became engaged in activities di- 
rectly or indirectly connected with the plans 
of the new administration. Three of them 
came to occupy positions of responsibility 
which involved their withdrawal from the 
work of the committee. Those who were able 
to continue with it gradually arrived, after 
much discussion and deliberation, at the 
considerable degree of consensus which made 
possible this report.” 

The general report consists of the follow- 
ing divisions: Introduction; Productive 
Capacity and the Economic System; The 
Problem of Economic Equilibrium; Steps 
Toward a Planned Economy; Summary of 
Conclusions and Recommendations. This 
general report is signed by the following: 


Robert M. MaclIver, chairman, Lieber Professor of 
Political Philosophy and Sociology in Barnard 
College, Columbia University. 

James W. Angell, Professor of Economics, Columbia 
University. 

Joseph W. Barker, Dean of the School of Engineer- 
ing, Columbia University. 

John M. Clark, Professor of Economics, Columbia 
University. 

Arthur D. Gayer, executive secretary, Lecturer in 
Economics, Barnard College, Columbia University. 

Alvin H. Hansen, Professor of Economics, University 
of Minnesota. 

Alvin Johnson, Director of The New School for Social 
Research, New York. 

Wesley C. Mitchell, Professor of Economics, Columbia 
University. 

— S. Person, Director, The Taylor Society, New 

ork. 

George H. Soule, Director-at-large of The National 
Bureau of Economic Research, New York. 


Messrs Angell, Barker, Clark, Mitchell, 
Person and Soule each issued supplementary 
statements and reservations. These individ- 
ual comments follow the general report. The 
following are three of the nine general con- 
clusions rendered: 


In particular, the view that the gold standard oper- 
ated as an automatic regulator of prices must be 
considerably qualified. In principle, this standard 
works automatically ; in practice, it has been subject, 
especially in more recent times, to increasing con- 
trols exercised through central banks and other 
agencies. There is thus no longer a clear-cut dis- 
tinction between a gold-standard currency and a 
managed currency. 

The main reason for this “management”? under the 
gold standard, explaining also why in the last resort 
so many countries have abandoned or been forced off 
it, is the fact that under recent and especially post- 
War conditions the free international movement of 
gold demanded by the gold standard proved incom- 
patible with the desire of each country to control or 
regulate its price level and credit policy in terms of 
its own domestic requirements. In particular, any 
country which sought to arrest by monetary policies 
a deflationary trend was either gravely restricted by 
the danger of international gold movements against it 
or, if it persisted, was forced off gold altogether. 

The need for a reformed monetary system is em- 
phasized by these recent experiences. Such reform is 
needed both to aid recovery from the depression and 
as a basis for the solution of the two great probiems 
we have before us. We distinguish therefore between 
the immediate and the permanent conditions of a 
satisfactory monetary system. 


On the premises of their nine conclusions 
the members of the commission issued twelve 
specific recommendations. Four of these 
follow: 


The return of the United States to an international 
gold standard should be conditional on the assurance 
of a number of important reforms in the working of 
that standard, including an agreement by central 
banks to maintain a reasonable stability of gold it- 
self. 

Monetary stabilization should be sought without 
delay. There are two feasible alternatives in this re- 
gard. One is to devaluate the dollar around its present 
foreign exchange gold value, but at the same time to 
employ whatever means are expedient to prevent dis- 
turbances of the new equilibrium through the reper- 
cussions of international gold movements. The other 
is to maintain the dollar at a reasonably steady rate 
in terms of foreign currencies, avoiding the attempt 
to raise prices by inflationary manipulation of its 
value, but without fixing its gold value until there is 
assurance that a reformed international gold standard 
can be set up and maintained. The second alternative 
has the advantage, provided it is not menaced by 
political movements, of enabling us to avoid com- 
mitment to a permanent standard until the condi- 
tions of permanence are guaranteed. 

We recommend that as soon as feasible, and sub- 
ject to prices being raised sufficiently internally, the 
United States should go on record as ready to co- 
operate with the leading nations in a plan for the 
reconstruction and maintenance of an international 
monetary standard. 

Finally, we recommend that a National Social- 
Economic Council, of a purely advisory nature, should 
be set up and equipped with adequate facilities for 
research, for the purpose of continuous and con- 
centrated investigation of the main problems of eco- 
nomic planning and with the duty of recommending 
to the President and Congress such measures as in 
its judgment would contribute to the balanced eco- 
nomic development of the country. 
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Eight special reports by various members 
of the commission are included in the book. 
The publication is well indexed. The com- 
mission has not hesitated to approve or con- 
demn political experiments now being under- 
taken by the nation. However, the report in 
general is sympathetic to the current activi- 
ties of the Federal Administration’s “new 
deal” programs. 

Those who believe that our present social 
and economic order has the intellectual 
wherewithal to correct, what many believe 
is, its self-inflicted abuses and thus by 
restraint survive, will find much encourage- 
ment in this timely report. Those prejudiced 
against social planning will find little to 
commend in the report. 


Corporation Securities—A Study of Their 
Nature and Uses in Finance. 


By ARTHUR STONE DEWING. Published 1934 
by The Ronald Press Company, New York, 
N. Y. 427 pages. $4.00. 


In the preface the author says in part: 

“This book is a study of the financial 
structure of the corporation. It looks upon 
the corporation as preeminently an ingen- 
ious creation of man’s reflective imagination 
to which our modern world has delegated a 
large part—an increasingly large part, as 
time goes on—of those economic activities 
of society requiring considerable amounts 
of capital. And as these activities have 
assumed larger and larger scope, the finan- 
cial aspects have been brought into clearer 
prominence. 

“Besides being a study of the financial 
structure of the corporation, the book is an 
analysis of the financial instruments where- 
by the corporation is able to perform an 
important part in the present-day capital- 
istic organization of society. These are its 
securities. They are more than the struc- 
tural instruments of the corporation; they 
have become the chief medium for the in- 
vestment of savings by a large proportion 
of society,—investment directly through the 
purchase of corporation securities and in- 
directly through bank deposits and life 
insurance policies. A detailed understanding 
of corporate securities has therefore a two- 
fold importance, from the point of view of 
the corporation and from the point of view 
of investing public. 

“There have been many studies of the 
corporation by students of the law; this is 
not one of them. And there have been many 
studies of the corporation by those who 
would prove that its reformation is neces- 
sary to preserve our social welfare; and 
this is not one of those, however strongly we 
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may urge that the corporation is at most an 
objective expression of social and economic 
conditions. This is strictly a study of the 
financial structure of the corporation, view- 
ing the corporation as merely a pragmatic 
reality arising out of the conditions of a 
highly organized and highly intricate eco- 
nomic environment. 

There are ten chapters—The Corporation; 
Financial Postulates of the Corporation; 
Its Capital; The Capital Stock of the Cor- 
poration; The Attributes and Forms of 
Capital Stock; The Classification of Capital 
Stock; The General Characteristics of 
Funded Debt; Secured Obligations of the 
Corporation; Unsecured Obligations of the 
Corporation; Equipment Obligations; The 
Privilege of Conversion. The chapters have 
many sub-titles and voluminous footnotes. 
There are nine pages of topical index. 

“Corporation Securities” will be found to 
be a valuable addition to the sources of 
information in this important field. 


Better Banking—A Treatise on Bank Man- 
agement in the Light of the Depression. 


By WILLIAM H. KNIFFIN, vice-president, 
Bank of Rockville Centre Trust Company, Rock- 
ville Centre, N. Y. Author of “The Practical 
Work of a Bank,” “The Business Man and His 
Bank,” “American Banking Practice’ etc. 
Published 1934 by McGraw-Hill Book Company, 
Inc., New York, N. Y. 434 pages, $3.50. 


In his preface the author says in part: 

“This book came out of the depression. 
While it is yet too early to predict the 
ultimate result of the changes that have 
taken place during the past four years, and 
particularly since the bank holiday, it is 
fair to assume that we shall have better 
bankers, better directors, better loans, bet- 
ter investment policies, and better control of 
expenses. The effects of the new banking 
law are for the future to determine. We 
are, however, entering a new era in banking. 
Old methods and practices will be done away 
with, and new ones substituted. Experiences 
such as the banker never dreamed of have 
come to pass, with all their heartbreaks and 
anxieties. The lessons of the recent past 
have burned themselves deep into the 
banker’s soul. He will not soon forget those 
days in 1933 when all banks were closed; 
when some opened and some did not. He will 
long remember the price he has paid for 
the errors he has made. He will, he must, 
profit by them, else experience teaches noth- 
ing. 

“This is not a book on banking technique, 
but rather a treatise on bank management, 
based on observation, experience and study.” 

Bearing in mind the last quoted state- 
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ment, the nineteen chapter headings give 
a clear picture of the contents of this book. 
These are as follows: The Banker; the Bank 
Director; The Employees; Selling the Bank 
to the Public; Deposits; Reserves; Credit 
and the Credit Department; Loans and 
Loan Policies; The Bond Account; Budget 
and Expense Control; Bank Audits and 
Control; Service Charges; Bank Service 
Pro and Con; Regional Clearing Houses; 
Correspondent Banks; Why Banks Fail; 
Knowing Your Bank; Money, and Bank 
Act of 1933. 

With frequent references to articles by 
other writers, as well as those by himself 
which have appeared in periodicals, Mr. 
Kniffin presents an interesting treatment of 
the bank management phase of commercial 
banking. Desirable definite objectives to 
work toward in an endeavor to secure better 
commercial banking practice are largely 
left to the reader’s individual conclusions. 


RECONSTRUCTION—A Plea for a Na- 


tional Policy. 

By HAROLD MacMILLAN, Member of Parlia- 
ment. Published December, 1933, by MacMillan 
& Co., Ltd., London, England. 128 pages; price 
3/6. 

Presenting the basic need of a planned 
program of economic control, Mr. MacMillan 
says “Hysterical proposals of the ‘do some- 
thing, do anything’ variety are extremely 
dangerous. * * * We have neither the time 
nor the resources for lighthearted experi- 
mentalism.” The entire study is predicated 
on the belief that industry should be self- 
regulatory and coordinated through its own 
councils with power to enforce adherence 
to policies adopted. The resulting monopoly 
powers are shown as strictly limited by 
both the efficiency level of production and 
market behavior, in response to prices. 

Urging economic freedom, the author 
defines it as “that form of enterprise and 
initiative which operates within the limits 
of social responsibility.” To carry this out 
he suggests that each trade group prepare 
its own scheme of organizational objectives 
to be corelated by a representative national 
council. The similarity to certain features 
of our own code authorities is striking, and 
the case for planning is presented as essen- 
tial to prosperity “in the world as it is—not 
as we would like it to be.” Proposals are 
described for the control of production and 
protection from foreign competition and 
many of the controversial questions of policy 
which have already arisen in.our “New 
Deal” are considered here in the light of 
coordinating agencies for the reconstruction 
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of England’s economic life. “By refusing to 
speed up the process of social evolution,” 
Mr. MacMillan says, “we are making revo- 
lution possible and perhaps inevitable.” 
This strong statement is not, however, -typ- 
ical of the text, which is largely an analysis 
of causes of past maladjustments and a pro- 
gram for reconciling private ownership with 
public policy and for a uniform system of 
wage negotiations. 


THE BAR AND PUBLIC RELATIONS. 


By JOHN S. BRADWAY, professor of law, 
Duke University. Bobbs-Merrill Co., Indianapolis. 
1934. 238 pages; and 84 pages of notes; $5. 


An introduction to the public relations 
needs and aspects of the legal profession as 
an agency closely related with other pro- 
fessions in solving social-legal problems of 
the “man on the street.” The relation of the 
lawyer to his community is considered ob- 
jectively and the bases of current criticism 
questioned. Extensive consideration is given 
to the work of legal aid clinics as an adjunct 
of legal education, and to the lawyer’s rela- 
tion with social workers, the medical pro- 
fession, psychiatry and the clergy. 





FEDERAL ACTIVITIES MENACE SAFETY 
OF ELECTRIC UTILITIES 


Savings Bank President Says That Without Assurance of 
Fair Play Industry Will Find It Difficult to 
Raise Necessary Capital 


EASONS for apprehension re- 
R garding the safety of invest- 

ments in electric utilities were 
reviewed by Edward K. Woodworth, 
president, New Hampshire Savings 
Bank, Concord, N. H., May 17 before the 
conference of the National Association 
of Mutual Savings Banks. 

“Our investments in the mortgage 
bonds of operating companies vary so 
widely in their quality rating,” Mr. 
Woodworth explained in opening his ad- 
dress, “that there is danger in talking 
about them as a class or discussing them 
in general terms. Ownership of Brooklyn 
Edison 5s of ’49, for example, presents 
no such problem as do the various issues 
of the Alabama Power Company. Never- 
theless, we frequently ask ourselves and 
each other what is going to happen to 
our public utility investments as a class, 
and there are certain considerations 
which are applicable in varying degree 
over a field as wide as the industry it- 
self. 

“Broadly speaking, the public utilities 
have fallen upon difficult times and their 
problems are our problems to the extent 
of the capital we have furnished for their 
construction and development. Whatever 
the causes, the public utilities serving 
many widely scattered communities have 
become the object of severe attack from 
various quarters. Another source of ap- 
prehension is the invasion of the field 
by the Federal government upon a tre- 
mendous scale. The result is that many 
of the best companies are confronted 
with problems which challenge the capac- 
ity, the courage and the vision of their 
managements. You and I therefore must 
try to understand the probable effect of 
governmental activity on the one hand 
and the capacity of private management 
to solve their problems on the other. One 


great difficulty in arriving at a correct 
understanding is the technical nature of 
the business itself. Nor must we over- 
look the fact that conditions vary greatly 
in different localities and types of com- 
munities. The effect of these variations 
upon the problems is not easy for the 
layman to grasp. The difficulties, how- 
ever, do not relieve us of our obligation 
to understand what we have done and 
what we may do with the funds entrusted 
to our keeping. 


Were Investments Justified 


“Were we justified in investing in the 
senior obligations of the operating utili- 
ties? We believe we were. 

“In the first place, there was every 
reason for confidence in a permanent and 
increasing demand for electric current. 
The industry had shown extraordinary 
capacity for increased usefulness. 

“The principle that a regulated public 
utility should be protected against un- 
economic and destructive competition as 
long as it provides adequate service, with_ 
out discrimination, at reasonable rates, 
appeared to be thoroughly established in 
our political and economic life. 

“When the general price level was in- 
creasing the cost of electricity was going 
down. The advantage of inducing in- 
creased consumption through progressive 
lowering of rates had been generally 
recognized by private managements for 
some time before the depression retarded 
efforts along this line. 

“Whatever abuses attended the activi- 
ties of holding companies, there was no 
apparent reason to doubt the efficiency 
of the managements of most operating 
companies. 

“An adequate return—for several years 
at eight per cent. on the value of the 
property devoted to the public use— 
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seemed assured both by customer demand 
and decisions of the Supreme Court of 
the United States. The assumption that 
in the case of an average complete unit, 
generating its electricity by steam, each 
dollar of gross revenue required an in- 
vestment of approximately five dollars 
was supported by the results of rate 
cases before Public Service Commissions 
commanding universal respect—the rate 
base found by the Commission being 
usually at least five times the permitted 
gross revenue. One thus could see that if 
the amount of five per cent. bonds did 
not exceed seventy per cent. of five times 
the gross revenue, a return of even seven 
per cent. on the investment would cover 
interest charges at least twice. Where 
the company owned hydro-electric plants 
the investment per dollar of gross would 
be larger—sometimes much larger; there 
is a corresponding reduction in operating 
costs. If the company purchased all or 
part of its current, due allowance must 
be made in determining the amount of 
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bonds which could be safely secured. 
There were other variations of the 
formula, but the necessary facts were 
usually available. 

“There were no opportunities for in- 
vestment in the industrial field in which 
the careful investor seemed to have more 
reliable data to guide his decision than 
in the electric utilities. We had confi- 
dence in the efficiency of the regulatory 
commissions. In most instances such con- 
fidence still seems to have been justified. 

“Moreover, we had every confidence in 
the spirit as well as the letter of our 
Federal and state constitutions which 
provide that private property shall not 
be taken for public use without just com- 
pensation. The industry had been created 
and developed by private initiative and 
private capital. Government had not in- 
spired Edison, Bell, Steinmetz, Pupin or 
the others who had given to mankind the 
blessings of their inventive genius; nor 
did government compensate them for 
their toil or make their discoveries of 
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practical use in the homes of the people. 
Streams were harnessed, coal mines open- 
ed, and generators and transmission lines 
built with private capital, in full confi- 
dence in the constitutional principle to 
which we have referred. In the upbuild- 
ing of this great and indispensable public 
service under private initiative and with 
private capital, the savings banks and 
their depositors have played an impor- 
tant part. No fair minded person can 
question our action in investing a sub- 
stantial part of our depositors’ money in 
this field. 


Reasons for Apprehension 


“Now the picture seems to have 
changed. Although few such bonds are 
in default, we are conscious of appre- 
hension. What has happened? Without 
attempting to name them all or to define 
their relative importance, we may list 
among the causes, disclosures of abuse 
of power and misconduct by a few men 
in high places in the industry; a result- 
ing resentment which has shown itself 
in demands for lower rates, higher taxes 
and municipal ownership; assaults for 
political purposes by those who believe 
they never lose votes by attacking the 
local utility company; and, finally, the 
activities of the Federal Government in 
the Tennessee Valley and elsewhere in- 
volving the expenditure of vast sums of 
money in power developments in terri- 
tories already oversupplied with generat- 
ing capacity. 

“As to abuses of power and miscon- 
duct, this association should be the last 
to condone financial chicanery or polit- 
ical corruption. It should be the first to 
condemn them. We should, however, ex- 
ercise sound judgment and remind our- 
selves and others that the great majority 
of utility managers are quite as honest 
as ourselves, and that it is never wise to 
burn the barn to get rid of the rats. * * * 

“We should combat the idea that public 
ownership is the universal panacea, and 
remember that where great systems have 
been built up to serve numbers of com- 
munities, the invasion of the field by a 
municipality here and another there is 
bound to weaken the value of what is left 
to private control, and, usually, without 
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any offsetting public benefit. There is lit- 
tle in the record of the management of 
municipal affairs to indicate that town 
and city fathers would be less corrupt or 
more efficient than the managers of 
privately owned companies. 

“The question of rates is too broad and 
too technical for extended comment in 
the time at our disposal. The demand for 
lower rates, however, has become a real 
factor and we cannot disregard the pos- 
sible effects upon our investments. The 
relation between low rates and large 
volume consumption is one of the most 
interesting of public utility problems. It 
is analogous to the traffic density of rail- 
a. =** 


Federal Activities Disturbing 


“In recent months a highly disturbing 
factor has been the announcement by 
Federal agencies of domestic rates great- 
ly below the charges which even the most 
enlightened of private managements have 
believed necessary to meet operating ex- 
penses, taxes, and provide adequate re- 
serves for depreciation and obsolescence, 
and a fair return on the investment. 

“The idea has been planted in the pub- 
lic mind that these low rates are intended 
to provide a yardstick for determining the 
fairness of domestic rates everywhere. 
Whether this inference is justified or 
whether those responsible intended that 
it be drawn, is beside the point. We are 
merely pointing out its existence and call- 
ing attention to the importance of its 
bearing upon investments in public 
utilities. 

“Another feature of the changed pic- 
ture is the duplication of existing facili- 
ties. Those who have never bought bonds 
of less high rating than Philadelphia 
Electric 1st 4s of ’66 may not share the 
anxieties of those of us who have loaned 
our depositors’ money to build power 
houses and transmission lines in Ten- 
nessee, Georgia, Alabama, Oregon, Wash- 
ington, and elsewhere throughout the 
land, but when the Federal Government 
indicates its purpose to spend or loan 
public funds to duplicate or reduce the 
field of operations of properties in which 
millions of dollars have been honestly 
invested and from which millions of peo- 
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ADVERTISEMENT 


10 Questions For Advertising-Minded Trust Officials 


What banker, through his writings, has 
probably contributed more than any 
other to the use of corporate trust 
service by the public? 


What trust company reports a near- 
record-breaking return in inquiries 


from its present advertising campaign, 
and why? 


What have approximately half of the 
100 largest U. S. banks and trust com- 
panies in common, as far as their past 
trust advertising is concerned? 


What trust literature so impressed an 
ex-Governor of Illinois that he said 
“It bears the mark of genius’? 


Which one of the 4 largest U. S. banks 
is conducting a direct-mail trust cam- 
paign soliciting a prospect list that 
probably contains more nationally- 
known names than any similar list 
ever used by any bank? 


ple have derived the benefits of light, 
heat and power, even the holders of only 
triple A bonds may well join their less 
fortunate brethren in considering what 
should be done about it. 

“The spectacle of the great state of 
New York authorizing municipal owner- 
ship without first requiring the purchase 
of existing facilities at a fair valuation, 
is far from reassuring even to the most 
conservative of investors. 

“When the City of Knoxville goes 
municipal under the spell of the Ten- 
nessee Valley Authority, we need not be 
amazed; but when the Public Works 
Authority offers to lend even an inade- 
quate sum to a city whose indebtedness 
already has outrun its credit, to build 
a distribution system where one quite 
adequate already exists, we must at least 
sit up and take notice. 

“The subsequent negotiations for the 
purchase of the Knoxville properties by 
the T. V. A., whatever the outcome, 
Should not cause us to forget that the 
director of the P. W. A. has been un- 


(6) What ingenious, logical new method 
for determining the effectiveness of 
trust advertising was used recently by 
a California bank, and what did it 
disclose? 


(7) What was the source of the first direct 
mail campaign used by America's 
largest bank to announce the estab- 
lishment of its trust department? 


(8) At what university was the first course 
in fiduciary management offered, and 
at whose suggestion ? 


(9) What campaign of general bank ad- 
vertising proved so effective that a 
bank in Germany requested and se- 
cured the right to publish it? 


(10) What is a sensible first step in plan- 
ning a program of trust department 
development? 


(See Page 661 for Answers) 


moved by protests against the use of 
public funds for the duplication of exist- 
ing facilities. Secretary Ickes has said, 
‘If a municipality makes a survey and 
wants to build its own plant, it is not our 
business whether they have made up 
their minds wisely or not. They come 
here with their plans. We look at them 
and if they are all right, we will let 
them have the money.’ Such an attitude 
is hardly reassuring. 


Fair Play Essential 


“It may be that the T. V. A. will suc- 
ceed in its efforts to set an example of 
how public utilities can be built on a 
huge scale with government resources in 
1934 and operated on a fair competitive 
basis with all charges, including interest 
and the equivalent of taxes, covered by 
rates which seem startlingly low. It may 
be that the privately owned utilities will 
be taught much and that their customers 
will benefit greatly as to both cost and 
service. It may be that all this and more 
can and will be accomplished without in- 
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justice to those who made their invest- 
ments in good faith, when the art was 
less fully developed, when costs were 
higher, and surely when faith in the 
principles of regulated monopoly and 
safety from confiscation seemed well 
founded. 

“At the moment, however, we are pain- 
fully aware of the depreciation in the 
market value of various bonds in our 
portfolios. Bonds of companies within 
the sphere of influence of the T. V. A. 
are but conspicuous examples of many 
issues in which we have invested the 
money of our depositors. 

“To some of us it seems contrary to 
what we have been brought up to believe 
are sound American principles for the 
Federal Government to invade the utility 
field, at least, without making adequate 
provision for all damage suffered by 
those who have invested their money in 
good faith in properties which have been 
reasonably well managed. It would seem 
that an offer to pay only for what is 
actually taken, without similar payment 
for the damage caused by severance of 
part of the property to that -which re- 
mains in private hands, falls short of 
just compensation. The principles gov- 
erning the taking of property by eminent 
domain should apply. Otherwise our faith 
in any sort of investment will be seri- 
ously shaken. 

“Without the assurance of fair play, 
the industry will find it difficult, if not 
impossible, to raise the capital for the 
necessary expansion of facilities if we 
are to achieve ‘the larger and better use 
of electric power by the whole people,’ 
for which the chairman of the T. V. A. 
has expressed the hope in his recent 
report to the President. 

“It is probably safe to say that almost 
any company can afford to sell current 
to domestic customers, in addition to the 
current they are already using, at low 
rates. It is equally true, as a general 
statement, that most operating com- 
panies need and are entitled to approx- 
imately their present net incomes. Man- 
agements therefore are under obligation 
to collect substantially all the revenue 
they are now receiving. The problem is 
to find the way to continue to receive the 
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necessary return but from a much larger 
volume of sales at lower average rates. 
We believe that this must be a relatively 
slow development and must proceed on a 
sound basis. We think this should be 
recognized publicly by those responsible 
for so-called ‘yardsticks,’ especially if 
they are based upon developments which 
will take a long time and upon a cus- 
tomer use eventually to be expected but 
not yet realized. Future hopes should not 
be set up as present standards when 
private capital, especially in trust funds, 
is taking all the risk.” 


Is Compulsion a Necessary Part 
Of National Planning? 


“The question whether we can go very 
far in any national planning scheme 
without resorting to compulsion” was 
brought prominently forward in the ad- 
dress of Henry J. Haskell, editor of the 
Kansas City Star, delivered May 15 be- 
fore the Missouri State Bankers Asso- 
ciation. 

“There can be no question of the no- 
bility of the president’s ideals,” Mr. 
Haskell said. “Everyone must agree that 
it is highly desirable that great inequali- 
ties of wealth be corrected, that wages 
be kept as high as possible, that living 
standards be raised, and that a more 
abundant life be brought to the under- 
privileged families. But there is a very 
serious question whether the president’s 
diagnosis of the trouble is correct, and 
whether some of the measures built on 
that diagnosis will achieve the results 
desired.” 

As to the general implications of a 
planned national economy, Mr. Haskell 
expressed the belief that “what has hap- 
pened in cotton indicates the general 
tendency. Voluntary planning to reduce 
acreage did not work, so the government 
is now trying compulsion. 

“The possibilities of that sort of thing 
under the NRA are evident,” Mr. Has- 
kell continued, “when it is considered 
that the government contemplated send- 
ing a tailor to jail for charging five cents 
less than the code allowed for pressing 
a pair of pants. 
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“National planning has been conspicu- 
ously tried in Europe, in the Soviet 
Union, in Italy and now in Germany. In 
every instance it has proved necessary 
to carry it out by force. Under such cir- 
cumstances recalcitrant minorities can- 
not be permitted to interfere with the 
program by airing their grievances. So 
an inevitable consequence has been the 
suppression of personal liberty, of free- 
dom of speech and of the press. * * * 

“Nobody supposes that President 
Roosevelt has any notion of allowing 
policies of national planning to go to any 
such lengths as Secretary Wallace has 
disapprovingly described or as Professor 
Tugwell has described with favor. Yet 
the possibility exists and it behooves the 
country to be watchful. When a man 
starts sliding off a roof, he may not be 
able to stop. 

“Permit me to suggest that the alter- 
native to national planning is not chaos, 
not a return to the speculative orgies of 
the Insulls and Mitchells of the post war 
era. The alternative is careful planning 
by the government to keep the free com- 
petitive system working, to gain the ad- 
vantages of individual intelligence and 
initiative while lopping off the excres- 
cences that came from monopolistic prac- 
tices and from the running wild of the 
great credit machine that was invented 
to meet war needs. Government, business 
and individuals must live within their 
income. * * * 

“As I see it, with the modification of 
the unduly severe restrictions in the Se- 
curities Act, provided the Act is made 
workable, there still remain four major 
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obstacles that impede the greatly desired 
revival of these industries. The first is 
the threat to profits in the administra- 
tion’s program; the second the prospect 
of a long period of very heavy taxes to 
meet the huge public debt charges; the 
third the uncertainty about the value of 
money that makes investors cautious 
about providing the necessary long term 
advances needed to finance the heavy 
industries; the fourth the wide tendency 
under the NRA and the AAA to restrict 
production even below the capacity of 
the existing plant. * * * 

“It is the hope that the natural forces 
of recovery at work throughout the world 
may be so powerful by the time the gov- 
ernment spending stops that they will 
revive the heavy industries and carry the 
country back to normal prosperity. But 
it is imperative that unworkable or dan- 
gerous features of the New Deal be re- 
vised or abandoned so that recovery may 
be based on a sound foundation.” 


Recodification of Banking Laws 
Favored by A. B. A. President 


The need of a complete recodification 
of the country’s banking laws was men- 
tioned by Francis M. Law, president of 
the American Bankers’ Association, and 
president of the First National Bank, 
Houston, Texas, in an address delivered 
May 1 before the Forum of Finance and 
Economics of the School of Business and 
Civic Administration, College of the City 
of New York. 

“It is a most fortunate fact,” Mr. Law 
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said, “that the banking structure of the 
country has been strengthened to the 
point where failures and runs should be 
practically a thing of the past. This 
strengthening process will continue un- 
til every bank is put in condition to per- 
form properly its functions. 

“At the present time there are forty- 
nine different banking laws in the coun- 
try—a law governing national banks and 
a different law for each of the forty- 
eight states having supervision over 
banks. While the banking situation is 
now such as to inspire confidence, there 
is still one major step that remains to 
be taken. I refer to the need for a com- 
plete recodification of the country’s 
banking laws. An able, non-partisan 
commission might well be appointed to 
make a complete study and survey of 
the entire banking structure. America 
can and should have the best banking 
system in the world—one which will 
have for its major premise the happiness 
and welfare of the entire people. In such 
a system there would be no place for 
greed or selfishness. 

“The public can help in promoting 
sound banking in this country by ac- 
quiring a better understanding as to 
the true functions of banks. Public opin- 
ion should approve and demand conserva- 
tive banking. There are over fifty-five 
million bank accounts in the country 
and these customers of banks should 
make it their business to know some- 
thing of the management of the bank 
to which they intrust their business. 


Central School Proposed 


“The most important requisite of good 
banking is good management. The American 
Bankers’ Association has been active for 
many years training young men and women 
in order that they may be duly qualified to 
properly conduct the business of banking. 
Standard courses are furnished with able 
and experienced teachers. This work is done 
under the direction of the American Insti- 
tute of Banking Section of the American 
Bankers’ Association. Hundreds of chapters 
are in active operation throughout the coun- 
try and thousands of the younger generation 
of bankers are being graduated each year. 
These students are taught not only banking 
practices and policies, but they are also well 
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grounded in the highest ideals and stan- 
dards of business ethics. 

“An interesting proposal which is now 
under consideration is to establish a great 
central school, which will offer advanced or 
graduate work to a selective list taken from 
those who have completed the standard 
courses. 

“The time may be coming when a banker 
will have to qualify through a thorough 
course of training before he is permitted 
to exercise the functions of banking.” 

Mr. Law’s reference to President 
Roosevelt was as follows: 

“President Roosevelt continues to hold 
high place with the people. He is perhaps 
stronger throughout the country today than 
at any time during his administration. 
Possessed of broad and liberal spirit, he 
has a strong hold on the masses of the peo- 
ple, because they are convinced that’ he has 
the interest and the rights of the common 
people at heart. One of the President’s 
characteristics is that he seeks advice. It 
should be noted, however, that having 
availed himself of information wherever 
it may be found; he makes his own decisions 
and outlines his own policies. He has proven 
himself to be an able and courageous leader 
and is entitled to the confidence and support 
of the nation. Consistently, he has adhered 
to a middle course, swerving neither to the 
right nor left, but at all times willing to 
make reasonable and proper concessions. 
He has without doubt proven his grasp of 
what the financial and industrial system of 
the country requires. In his inaugural ad- 
dress he pledged himself for a sound and 
adequate currency, and no amount of pres- 
sure has been able to turn him from his 
course.” 


Credit Problems of New Jersey 
Municipalities Analyzed 


A detailed analysis of factors ad- 
versely affecting the credit of New Jer- 
sey municipalities and suggestions of 
steps needed to remove these factors 
were given before the New Jersey 
Bankers Association convention May 18 
by John §S. Linen, second vice-president 
of the Chase National Bank of New 
York. Mr. Linen pointed out, however, 
that his remarks represented his per- 
sonal views, and were not presented in 
any official capacity. 

The factors which he regards as most 





Tks DP 637 


responsible for the current financial 
problems of New Jersey municipalities 
are budget practices, temporary bond 
issues, abnormal tax delinquencies, heavy 
borrowing against current and delin- 
quent taxes and relatively heavy debt 
burdens. 

Under the first of these headings, Mr. 
Linen listed as the chief reasons why 
budgets have not been balanced: 


“1, The present law provides for appropria- 
tion of the full amount of the tax levy 
and income budget. There is no reserve 
provided for delinquencies in spite of the 
fact that current experience shows an 
average tax delinquency in New Jersey 
municipalities of approximately 40%. 


“2. The law under which New Jersey munici- 
palities have been functioning for many 
years past, also provides for the appro- 
priation of surplus revenues. This in 
many cases has been an unsound prac- 
tice, as the surplus revenues have not 
been surplus cash, but merely surplus 
accrued or book revenues which might 
be in only very small part available in 
cash form during the coming year. 


.It has been the common practice, and 
the law does not clearly require a mu- 
nicipality to include in its general budget 
a specific appropriation for the payment 
of special assessment bonds maturing in 
the current year. These bonds are pay- 
able primarily from special assessment 
taxes, but are sold on the basis of being 
general obligations and should be pro- 
vided for as general obligations. In 
practice it is assumed in most cases that 
collections of special assessment taxes 
will provide means for their retirement. 
Experience in the past few years has 
clearly demonstrated that rarely are 
these optimistic assumptions warranted. 


. It seems almost unnecessary to add that 
honest and _ reasonably conservative 
estimates on the part of public officials 
are essential if a sound budget is to be 
realized. To afford an adequate check on 
over-enthusiasm in estimating income 
and to assure an intelligent considera- 
tion of the probable costs of govern- 
ment, some reviewing body should be 
authorized to pass on such budgets and 
such body should have sufficient power 
to enforce the observance of certain 
standards. Preferably, this approving 
body or board, should be a State agency, 
for the simple reason that our form of 


local municipal government is such, as 
to result on occasions, in a complete 
change in the administrative body with 
no assurance that such new officials, in 
spite of any good intentions which they 
may have, are qualified by experience 
to give intelligent judgment to such mat- 
ters as the office requires. 


. Because of the great pressure on public 
officials to reduce taxes during the past 
two or three years, practically all econ- 
omies of government which were effected 
have been passed on entirely to reduce 
the tax levy. Sound budgetary procedure, 
in view of the increasing tax delin- 
quencies, would require that some por- 
tion of this savings be set up as a 
reserve as a means of in part equalizing 
the unrealized income from taxes. Under 
the present Bond and Budget Bills, how- 
ever, there is no provision for any such 
reserve fund and, therefore, the financial 
position of the municipalities has not 
been improved in spite of the economies 
made.” 


Mr. Linen suggested the following as 


desirable objectives of a general plan of 
financial rehabilitation: 


i. 


Effective municipal economies where such 
economies have not already been made. 


A broadening of the tax base so that 
the burden on real estate may be some- 
what reduced. 


Improved regulation of bond financing 
and budget control. 


An increased penalty for non-payment 
of taxes. 

Mandatory tax sales and placing of per- 
sonal liability upon collecting officer in 
connection with such sales. 

Effective prohibition against penalty or 
tax abatement except in case of pre- 
payment of taxes. 

Legislation which will simplify the fore- 
closure proceedings on tax liens. 

The allocation of a portion of the pro- 
ceeds to be received from other State 
revenues to be provided, primarily to 
debt service of municipal units so that 
the Nation may know that New Jersey 
proposes to do everything that it reason- 
ably can to protect its fair name and 
maintain the credit of its municipal sub- 
divisions. 

In connection with the third item, he 


expressed the belief that the simplest way 
would be to pass the bond and budget bills 
already introduced in the Legislature. 





MANNIX ANSWERS QUERY ON TAX LIABILITY 
UPON RECORDING TRANSFERS OF STOCK 


The communications printed below re- 
late to an article written by Francis X. 
Mannix, of the Personal Trust Tax De- 
partment, Brooklyn Trust Company, 
Brooklyn, N. Y., published in the April 
issue of TRUST Companies Magazine, 
pages 445-452, 

Letter from Walter J. Burns, 11 Broad 
Street, New York: 


In the last issue of your magazine, there 
appeared an article regarding tax liability 
upon recording transfers of stock on books 
maintained within the State of New York. 

This matter has been informally ques- 
tioned from time to time, but because of the 
fact that the transfer agents seek to avoid 
possible difficulty with the tax authorities, 
little sympathy was given to those who were 
obliged to pay the tax. 

I am keenly interested in this matter and, 
therefore, do not feel disposed to destruc- 
tively criticize Mr. Mannix in his position 
on the subject. It has occurred to me, how- 
ever, that one matter which Mr. Mannix 
either deliberately or unfortunately failed 
to discuss, has a certain significance that 
may materially affect the final conclusions. 

Inasmuch as only extracts from Section 
270 of the New York Tax Law were quoted 
by Mr. Mannix, presumably intended as the 
only portions relevant to the question under 
consideration, I would like to cite the next- 
to-the-last sentence in that section, as the 
significant sentence which may affect the 
whole theory. Quote: 

“The aforesaid identification number of the 
Bill or memorandum of sale shall in all 
cases be entered and recorded in the book 
of account required to be kept by section 
two hundred seventy-six of this chapter; 
and no further tax is imposed upon the 
delivery of the certificate, or upon the actual 
issue of a new certificate when the original 
certificate is accompanied by the duly 


stamped memorandum of sale as herein pro- 
vided.” 


Isn’t there an implication, then, that were 
there no stamped bill or memorandum of 
sale accompanying the transferred and de- 
livered certificate, a tax is payable upon the 
issuance of a new certificate? If the answer 
is in the affirmative, that would tend to 
destroy the theory behind the author’s argu- 
ment. 

Mr. Mannix speaks of “a close examina- 
tion of Section 270 of the tax law,” so I 
hesitate to doubt his conclusions even now. 
I would like to know, however, if he took 


that sentence into consideration before he 
reached his final conclusions. It is perfectly 
possible, of course, that the above quoted 
sentence was carefully considered, but inas- 
much as no specific mention of it was made, 
I feel that it would be of considerable 
interest to other readers of your magazine, 
as well as to myself, to know if Mr. Mannix 
has a logical explanation of why that 
sentence was not mentioned in his recent 
article. 


Answer from Mr. Mannix 


I have read with interest your copy of the 
letter from one of your readers, Walter J. 
Burns, regarding the stock transfer tax 
article which appeared in the April issue 
of TRUST Companies Magazine, and take 
this opportunity to thank him for the sin- 
cere interest he has manifested in the dis- 
cussion. 

The whole problem presented by Mr. 
Burns resolves itself into his own question: 

“Isn’t there an implication, then, that 
were there no stamped bill or memorandum 
of sale accompanying the transferred and 


delivered certificate, a tax is payable upon 
the issuance of a new certificate?” 


It would suffice to answer merely “No!”; 
but, as the question raised by Mr. Burns is 
so important and so broad, and since the 
tax law, in regard to this matter is so con- 
fusing, it would be advisable to more fully 
answer that question. 

Back in 1889, the New York Court of 
Appeals held that in the interpretation of 
statutes denying special taxes, it is the 
established rule not to extend their pro- 
visions, by implication, beyond the clear 
import of the language used, or to enlarge 
their operations so as to embrace matters 
not specifically pointed out. (See footnotes 
47 and 48, TRUST Companies Magazine, 
April, 1934, page 452.) 

This principle was affirmed by the Su- 
preme Court of the United States and again 
by the Court of Appeals. It may be assumed 
that some meaning was intended by the 
legislature when it added the following pro- 
vision to Section 270 of the tax law: 

“* * * No further tax is imposed upon 
the delivery of the certificate, or upon the 
actual issuance of a new certificate when 
the original certificate is accompanied by 


the duly stamped memorandum of sale as 
herein provided.” 


Canons of construction, however, forbid 
the disregard of the sound warnings of the 
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courts to lawmakers. Mere use of words by 
the legislature does not preclude the courts 
from interpreting and construing them in 
such a way as to give effect or deny it to 
certain statutory provisions; in fact, inter- 
preting and construing the language used in 
statutes is a judicial function and duty. 

When considering statutes with an objec- 
tive view of the English language used, we 
may possibly imply that certain transactions 
are taxable; but, as to those transactions, 
there may be no implication in law of their 
taxability. The settled rule, as expounded 
by the courts, is that no tax liability can be 
implied against the taxpayer; that liability 
exists only when it is specifically pointed 
out in the statutes. 

Occasionally, however, courts, presumably 
with preconceived ideas, attempt to make 
rather unreasonable distinctions between 
adjudicated and current cases. Let us, there- 
fore, consider the logic of the matter in 
order to be in a position to more accurately 
predict the possibility of the courts’ making 
a distinction between the cases where doubt 
was resolved in favor of the taxpayer, and 
the question now under discussion. 

There was no discovery of “new matter” 
when the above-quoted clause of Section 
270 of the Tax Law was mentioned. It was 
known to exist before our attention was 
directed to it by Mr. Burns. Reference to 
that provision was deliberately omitted be- 
cause of a belief that citing it would serve 
no useful purpose, but would cause much 
confusion. Inasmuch as that provision was 
mentioned, however, it would be appropriate 
to consider it at this time. 

Just what does the legislature say through 
that provision? “We won’t impose a double 
tax upon certain transactions.” Is the legis- 
lature being charitable here? Absolutely 
not! It never had constitutional authority 
to tax the same interest twice, in the same 
transaction, at the same time (Farmers 
Loan and Trust Co vs. Minnesota, 280 U. S. 
204, 50 Sup. Ct. 98, 74 L. Ed. 371 [1930]; 
First National Bank of Boston vs. State of 
Maine, 284 U. S. 312, 52 Sup. Ct. 174, 76 
L. Ed. 313 [1932]), although it tries, by 
implication, to proclaim such right. A ques- 
tion now arises as to whether the same in- 
terest and the same transaction are in- 
volved. 

The tax law states that “it shall be the 
duty of the person or persons making or 
effectuating the sale or transfer to procure, 
affix and cancel the stamps and pay the tax 
provided by this article.” Delivering stock 
and executing a bill of sale are, in them- 
selves, separate transactions, both of which 
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are mentioned as taxable acts. But what if 
they both occur pursuant to a sale of stock? 
Suppose there were provision in the tax law 
to the effect that when a duly stamped 
memorandum of sale accompanies a certi- 
ficate of stock, upon delivery thereof, such 
delivery shall not be taxable, could both a 
delivery and execution of a bill of sale be 
taxed, then, when they both result from a 
single sale, and the duty would be incum- 
bent upon the same person to pay the same 
tax upon each operation of the same trans- 
action. In the light of recent decisions of the 
Supreme Court of the United States 
(supra), wouldn’t it be the more logical 
view that the acts of delivering the stock 
and executing the bill of sale are melted and 
merged into the single taxable transaction, 
namely the sale? 

It is understandable that a tax would be 
imposed upon any one of the operations, 
namely, the sale, the transfer, the delivery, 
and so forth, which occurs within New York 
State, when the others do not; but, surely, 
each operation may not be lawfully taxed by 
the same state at the same time. A legis- 
lative enactment, imposing such a tax on 
each operation at the same time, most likely 
would be declared unconstitutional. 

In other words, the legislature is not re- 
leasing any taxable transaction from taxa- 
tion; it is merely attempting to avoid the 
embarrassment arising from such doubt 
regarding possible double-taxation intention, 
as would result in a court’s branding the 
stock transfer tax law as unconstitutional. 

This proposition is more clear in the case 
where the legislature states that when a 
duly stamped memorandum of sale accom- 
panies the original certificate, no further 
tax shall be imposed upon the actual issu- 
ance of a new certificate. There is no impli- 
cation that a tax would be imposed upon the 
actual issuance of a new certificate, had no 
duly stamped memorandum of sale accom- 
panied the original certificate. Why, as we 
have seen in the April issue of TRUST 
Companies Magazine, the legislature hasn’t 
imposed a tax upon the mere issuance of a 
new certificate of stock in any event. 

Its attempt to appear sympathetic toward 
the taxpayer is a vain act of inserting “ex- 
cess baggage” in the tax law. That pro- 
vision of apparent relief against double 
taxation is not derogatory to any other 
provisions in the same statute. It is merely 
declaratory, in part, of a broader and more 
general situation. 

It is a mere redundancy by which the 
legislature states that, under certain circum- 
stances, it will not tax a certain transac- 



















































640 









tion, upon which it does not impose a tax 
in any event. The New York Tax Law no- 
where contains a provision imposing a tax 
upon the actual issuance of a new cer- 
tificate; so, for it to declare that no such 
tax is imposed in a given case, is no better 
than for it to declare that where a duly 
stamped memorandum of sale accompanies 
a stock certificate, upon the delivery there- 
of, no tax is imposed upon the deliverer’s 
breathing immediately after delivery of such 
stock. 

The fact of the matter is that we would 
be benefited by the use of such ridiculous 
language in lieu of the language actually 
used, because, in that case, we would be 
more sure of the legislature’s intention, and, 
also, of the futility of its language in regard 
to the question under consideration. 

It can readily be seen, therefore, that 
when the legislature omits to impose a tax 
upon a certain transaction, there can be no 
implication of its taxability, especially as a 
result of the use of doubtful language. 

I trust that this explanation will satisfy 
Mr. Burns. 


Cites Data Needed for Proper 
Real Estate Appraisals 


“The participation form of mortgage is 
here to stay,” according to an opinion ex- 
pressed by Robert E. Simon of New York 
in an address before the National Associa- 
tion of Mutual Savings Banks, May 16. 
“The issuance of such securities, however, 
should be carefully supervised. The entire 
field of mortgage investment needs to be 
placed upon a much more scientific basis.” 

Mr. Simon recommended the creation of 
a separate department of the State govern- 
ment “charged with the supervision of all 
forms of mortgage investments held by sav- 
ings banks, life insurance companies, of 
houses of issue and mortgage companies 
offering for sale mortgages or participa- 
tions in mortgages.” 

“Tt is unbelievable,” Mr. Simon continued, 
“that such large sums could have been 
found for investment in real estate mort- 
gages with the very inadequate facilities 
available for ascertaining values and eco- 
nomic and community needs. Statistics alone 
will never serve the purpose. It will always 
require the intelligence of the individual 
who interprets them. The mere fact that the 
information will be available to all is no 
reason for fearing that initiative and orig- 
inality, or business acumen will be inter- 
fered with. But it would be well if it served 
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as a danger signal to prevent blind and 
ruthless competition. Also, it might well 
serve as a yardstick and measure by which 
to check the type and kind of mortgages 
which are held in portfolios of institutions 
or are being offered for sale to the public. 
“The gathering of the proper information 
upon which to base an intelligent appraisal 
would be too expensive and wasteful for a 
single institution. Collectively the cost per 
institution would be negligible and the in- 
formation should and would be available to 
the small as well as the larger institutions. 
“Among some of the data which would be 
helpful are: 
Population trends and neighborhood changes. 


Ability to pay rent divided into the size and 
nationality of the respective groups. 


The number, type and size of apartments 
available in the community—those vacant 
and those not up to a certain standard for 
occupancy. 


Percentage of absorption or increase in va- 
cancies. 


Trends toward changing types of occupancy. 


Similar information for office and loft build- 
ings, including shift of trade centers. 


Public improvements, labor conditions and leg- 
islation which will affect adversely or bene- 
ficially rental conditions or real estate values. 


Careful credit files should be available as to 
the record of builders seeking financing. Not 
only their technical ability, but also the 
moral risk, as well as the financial. The 
latter should include a statement of buildings 
completed and not fully paid for, also build- 
ings under construction. 


A credit and reference file on the agencies 
managing property, with such information 
as may be obtainable as to the types of 
property they are best qualified to manage 
and the neighborhoods in which they special- 
1Ze. 

“The information may best be gathered 
by various groups but should be collected, 
co-related and made available through some 
one non-trade or commercial and non-profit 
making source. 

“The emphasis in arriving at the value 
should be placed upon the character of the 
location, the suitability and earning capac- 
ity of the building. The value of land and 
cost of building should be given less im- 
portance relatively. * * * 

“Perhaps we have learned the lesson that 
what hurts many will eventually affect all, 
and our conservative investing institutions 
will employ their trade organizations, as 
vigilance committees which will sound notes 
of warning when they see signs of over- 
speculation, over-expansion or an unhealthy 
demand for investment securities.” 















CONGRESSIONAL BILLS AFFECTING BANKS 


Supplement to Summary in April Issue—Progress of Bills, April 
21 to May 17 Inclusive—New Measures Introduced. 


S. 1639, Sheppard, Tex. 


Would establish “a Federal credit union 
system to establish a further market for se- 
curities of the U. S. and make more available 
to people of small means credit for provident 
purposes through a national system of co- 
operative credit.” 

May 11, 1933—Senate: referred to Committee on 

Banking and Currency. 
Mar. 27, 1934—Reported with amendment. 


May 10—Committee amendment agreed to and 
passed. 


May 11—House: referred to Committee on Bank- 
ing and Currency. 


S. 1744, Trammell, Fla. 


Would enable certain farmers and fruit 
growers to receive the benefits of the Federal 
Farm Loan Act and amendments thereto, 
and the Emergency Farm Mortgage Act of 
1933. 


May 22, 1933—Senate: referred to Committee on 
Banking and Currency. 


Apr. 30, 1934—Reported with an amendment. 


S. 2915, Neely, W. Va. 


Would require national banks to obtain 
indemnity bonds from State-qualified bond- 
ing companies. 

Feb. 28—Senate: 

Judiciary. 


referred to Committee on the 


Apr. 27—Reported with amendment. 


S. 3085 Fletcher, Fla. 


Relates to the operations of the Recon- 
struction Finance Corporation and for other 
purposes. 

Mar. 19—Senate: referred to Committee on Bank- 

ing and Currency. 

Mar. 22—Reported with amendments. 

Apr. 25—Amended and passed. 

Apr. 30—House: referred to Committee on Bank- 

ing and Currency. 

As the Bill reached the House it would 
provide that the maturity of drafts or bills 
of exchange which may be accepted by the 
corporation may be five years, or any shorter 
period from February 1, 1935. It provides 
that in loans or advances to railroads, rail- 
ways, and receivers or trustees thereof, the 
corporation may require that arrangements 
be made for the reduction or amortization of 
the indebtedness of the railway or railroad 
either in whole or in part, as may be ap- 
proved by the corporation after prior ap- 
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proval of the Interstate Commerce Commis- 
sion. 

The corporation may extend time of pay- 
ment of loans or advances but not beyond 
February 1, 1935. 


S. 3287, Fletcher, Fla. 


Would authorize National banks situated in 
a Territory or possession of the U. S. to es- 
tablish branches therein. 


Apr. 25—Senate: passed without amendment. 


Apr. 30—House: referred to Committee on Bank- 
ing and Currency. 


S. 3420 


Revised stock exchange control bill. 
See H. R. 9323. 


H. R. 5950, Summers, Tex. 


Municipalities and other political sub-divi- 
sions of States, insolvent or unable to meet 
their obligations as they mature, could ask 
through bankruptcy courts for readjustment 
of their debts. Should a plan of readjustment 
be agreed upon by creditors holding two- 
thirds in amount of the claims affected in 
each class, and approved by the judge, it 
would be binding upon all. 


June 9, 1933—House: passed without amend- 


ment. 


June 10, 1933—Senate: referred to Committee on 
the Judiciary. 


Mar. 5—Reported favorably with amendment. 


May 1—Amended and passed. Messrs. Neely, W. 
Va.; McCarran, Nev.; and Austin, Vt. Senate 
Conferees. 


May 4—Messrs. Summers, Tex.; Montague, Va.; 
McKeown, Okla.; Perkins, N. J.; and Krutz, 
Pa. House Conferees. 


May 11—Conference report submitted to House. 
May 14—Conference report agreed to by House. 


H. R. 7908, McLeod, Mich. 


Original bill was similar to H. R. 8479 ex- 
cept the insolvent bank affected would be 
limited to National banks. As amended is the 
same as H. R. 8479 was amended (see April 
issue.) 

Feb. 12—House: referred to Committee on Bank- 

ing and Currency. 

Apr. 12—Reported with amendment. 


Apr. 20—Report stricken from calendar, invalid 
for reason bill was considered by committee 
while House was in session, without permis- 
sion. 


Apr. 23—Reported with amendment. 
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New Laws 
Public Act No. 178 Signed by President 
Apr. 27—For report see April issue, pages 
520-521. 


Public Act No. 216—Revenue Act of 1934. 
Signed by President at 11:40 A. M. eastern 
standard time, May 10. 


New Bills in Senate 
S. 3422, Fletcher, Fla., Apr. 23. 
Would amend sec. 5139 Revised Statutes 
and secs. 20 and 21 Banking Act 1933 by in- 
serting “two years from date of enactment” 
in lieu of one year. 


S. 3470, Pope, Idaho, Apr. 26. 


Would provide for the purchase of silver 
and for expansion of the monetary basis, and 
for the issuance of silver certificates. 


S. 3487, Glass, Va., Apr. 28. 
Relating to direct loans for industrial pur- 
poses by Federal Reserve Banks. 


Apr. 28—Senate: referred to Committee on Bank- 
ing and Currency. 

Apr. 28—Reported without amendment. 

May 14—Amended and passed. 

May 15—House: referred to Committee on Bank- 
ing and Currency. 


S. 3520, Fletcher, Fla., May 2. 
Would authorize the Reconstruction Fi- 
nance Corporation to make loans to industry. 
S. 3558, Fletcher, Fla., May 7. 
Relates to the giving of security by Na- 
tional banks for deposits of public moneys. 
S. 3596, Glass, Va., May 12. 


Relates to reports from affiliates of mem- 
ber banks of Federal Reserve. Comptroller 
of the Currency could waive requirements. 


S. 3600, King, Utah, May 12. 


Relative to loans, by member banks of the 
Federal Reserve system, to their executive 
officers. 


S. 3603, Fletcher, Fla., May 14. 
To improve nation-wide housing standards 
and home mortgage financing. 
S. 3614, Copeland, N. Y., and Vanderberg, 
Mich., May 14. 


To provide relief for depositors in closed 
banks. 
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New Bills in House 
H. R. 9255, Moran, Maine. 


For relief of depositors in closed National 
banks. 


H. R. 9256, Ellenbogen, Pa. 


To give circulation privilege to the bonds 
of the Home Owners’ Loan Corporation and 
of the Federal Farm Mortgage Corporation, 
and to amend the laws relating to Federal 
Reserve banks and National banking asso- 
ciations. 


H. R. 9279, Bailey, Tex., Apr. 23. 


To liquidate and refinance agyicultural in- 
detebdness at a reduced rate of interest by 
establishing an _ efficient credit system, 
through the use of the Federal Reserve farm- 
loan system, the Federal Reserve Banking 
system and creating a board of agriculture 
to supervise the same. 


H. R. 9323, Rayburn, Tex., Apr. 25. 


To provide for the regulation of securities 
exchanges and of over-the-counter markets 
operating in interstate and foreign commerce 
and through the mails, to prevent inequitable 
and unfair practices on such exchanges and 
markets. 


Companion Bill S. 3420. 

May 4—Passed by the House. 
May 7—Senate: ordered to lie on the table. 
May 12—Taken up in lieu of S. 3420, passed. 
In conference. 


May 14—Messrs. Fletcher, Fla.; Barkley, Ky.; 
Byrnes, S. Car.; Goldsborough, Md.; and 
Ccuzens, Mich., Senate Conferees. 


May 14—Messrs. Rayburn, Tex.; Huddleston, Ala. ; 
Lea, Calif.; Cooper, Ohio, and Mapes, Mich. 
House Conferees. 


H. R. 9368, Steagall, Ala., Apr. 26. 
Would extend for one year the temporary 
plan for deposit insurance. 
H. R. 9393, Ramsay, W. Va., Apr. 30. 


To equalize the purchasing power of the 
American dollar, when the same comes in 
competition with inflated foreign moneys and 
to fix duties on imports. 


H. R. 9456, Goldsborough, Md., May 2. 


Would require National banks to obtain in- 
demnity bonds from State qualified bonding 
companies. 


H. R. 9467, Brunner, N. Y., May 3. 


Would authorize the coinage of a 3-cent 
nickel piece. 
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H. R. 9472, Ellenbogen, Pa., May 3. 


Would provide that postal-savings deposits 
be exempt from taxation. 


H. R. 9486, Beacon, N. Y. 
To amend the Securities Act of 1933. 


H. R. 9620, Steagall, Ala., May 14. 
To improve nation-wide housing standards. 


H. R. 9644, Beiter, N. Y., May 15. 


Would authorize the Home Owners’ Loan 
Corporation to finance the modernization, 
alteration and repairs of buildings. 


S. 9649, Caldwell, Fla., May 15. 


Would amend the Reconstruction Finance 
Corporation Act in order to extend the pro- 
visions to private corporations. 


H. R. 9652, Lamneck, Ohio, May 15. 


Would provide for apportionment of posi- 
tions in each Federal land bank according to 
the population of the States served thereby. 





Government. Disbursements Ex- 
ceed Manufacturing Income 


Federal, state and local governments dis- 
bursed in 1932 in the form of salaries, wages, 
and interest $6.8 billion, or about $900 mil- 
lion more than the total income of $5.9 bil- 
lion produced by all the manufacturing in- 
dustry of the country, according to an 
analysis of official figures of the changes in 
the production and distribution of the na- 
tional income since 1929, just issued by the 
National Industrial Conference Board. 

Government disbursements in 1932 were 
$340 million larger than in 1929, while in- 
come produced by manufacturing in 1932 was 
$13.5 billion less than in 1929. 

The actual payments by government to 
labor and capital employed were considered 
in the calculation as income produced by 
government. The classification of national 
income produced for 1932 was reported as 
follows: 





Amount Per Cent 

IEE 8 5.5 .o0dk av ce peensaaes 2,232 5.7 
LS er arene ak 527 1.3 
Electric light and power and gas 958 2.4 
ee errr te 5,873 14.9 
EI exe geeperdy eter 454 1.2 
a Ee rere 3,583 9.1 
Communication ..............++ 740 1.9 
NI het eae ex ero na cies ene 5,408 13.7 
ah en eee arene = 4,614 11.7 
eens, RR Ce TEES 4,813 12.2 
WD 25 5 Ss ccnweasenn ce 3,367 8.6 
GI anes ccna sans 6,796 17.3 

MEE. eiasaceddectcaes 39,365 100.0 
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Deposit Guaranty Not Solution 

Neither deposit guaranty nor deposit in- 
surance is a permanent solution of the 
banking problem, in the opinion of Henry 
S. Kingman, treasurer of the Farmers and 
Mechanics Savings Bank, Minneapolis, and 
president, Savings Division, American 
Bankers Association. In his address before 
the National Association of Mutual Sav- 
ings Banks, May 17, he said, “There is only 
one permanent solution, and that is a bank- 
ing system based on correct economic princi- 
ples and on sound management that believes 
first and foremost in safety of deposit, and 
secondarily, profit.” 

In concluding his remarks, Mr. Kingman 
said, “The fortunes of both the largest and 
smallest accumulations of wealth are cast 
largely with the social, political and finan- 
cial plans of our Federal Government. I 
believe that our business will endure and 
prosper for it is natural for man to save. 
It is a primitive and fundamental instinct, 
for thereby he knows he can best save him- 
self. It is a false philosophy, only too often 
repeated in recent years, to spend first and 
pay for it afterwards, for thereby are 
created the great debt structures of individ- 
uals, corporations and governments which 
cause the undoing of monetary systems.” 
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“Planned Economy” Inconsistent 
With Democracy 


“Planned economy,” whether it be.called 
Fascism, or Socialism, or Communism, 
“means the end of that very liberty which 
our forefathers fought to obtain for us and 
which the Constitution seeks to preserve,” 
said James P. Warburg, vice-chairman, 
Bank of the Manhattan Company, New 
York, in an address April 30 before the 
Wharton School of Commerce, University 
of Pennsylvania. 

“If the traditional American order is to 
be abandoned or changed,” Mr. Warburg 
said, “the people should directly express 
themselves in favor of such a change—be- 
fore, not after it takes place.” 

“I am convinced that a planned economy 
is incompatible with a democratic form of 
government,” Mr. Warburg said at another 
point in his address, “because it is impos- 
sible for a government which must submit 
itself at frequent intervals to popular elec- 
tion, to pursue a consistent course. It fol- 
lows, therefore, that the adoption of a 
planned economy means the adoption of a 
form of government quite different from 
that to which we have been accustomed. 

“Perhaps this statement requires a little 
elaboration because otherwise it might lead 
to the erroneous conclusion that a demo- 
cratic form of government necessarily in- 
volves an inconsistent economic course. This 
is only true if a democratic form of govern- 
ment attempts to carry out a planned 
economy in place of an economy governed 
by natural economic laws. * * * 

“We have learned from past experience 
that it is wrong to let the freedom of the 
individual go to such an extreme that free- 
dom becomes license and is subject to abuse. 
We have learned that economic development 
must be regulated in the interest of the 
greatest good of the greatest number. That 
leads us to certain necessary reforms, such 


as a reform of our investment and banking 
systems and the elimination of unfair prac- 
tices in industry. But there is a limit to 
which such efforts can go before they ob- 
struct and interfere with the necessary free 
play of economic forces. There is a limit 
beyond which one cannot impose morality by 
law. If these limits are exceeded, it becomes 
necessary to substitute for the free play of 
economic forces the planned thinking of an 
authoritarian government. Such a govern- 
ment must have complete power to carry 
out ruthlessly whatever economic program 
it decides upon, and such complete power is 
inconsistent with a democratic form of gov- 
ernment.” 





New York Governor Signs 


Branch Banking Measure 


The D. M. Stephens bill, enacted by the 
New York Legislature, permitting branch 
banking within specified districts of the 
State, was signed by the Governor May 20. 
In his memorandum regarding the measure, 
Governor Lehman said in part: 

“This bill divides the State into nine 
banking districts and permits a bank to 
engage in branch banking within its own 
district. 

“Under existing law any bank or trust 
company in a city which has a population of 
more than fifty thousand, may open branch 
offices within the city upon approval of the 
Superintendent of Banks. The bill before me 
retains that provision, but implements it 
with the additional safeguard that no 
branch can be opened without the approval 
of the banking board by a two-thirds vote 
of all of its members. 

“The main feature of the bill authorizes 
a bank or trust company to open a branch 
office in any city or village located in the 
banking district in which it has its principal 
office, provided, however, that in no event 
shall a branch be opened and occupied in a 
city or village in which are already located 
one or more banks, trust companies or na- 
tional banking associations, except for the 
purpose of acquiring by merger, sale or 
otherwise the business and property thereof. 

“Again the bill provides that before any 
branch office can be established the approval 
of both the superintendent and of the bank- 
ing board by a two-thirds vote of all of its 
members must be obtained. 

“The bill does not call for State-wide 
branch banking; it limits branches within 
defined districts comprised of three or more 
counties, each district constituting a natural 
commercial and trade area.” 




















NEW ORGANIZATION FORMED TO AID 
COLLEGE ENDOWMENTS 





Designed as Connecting Link Between Schools, Trust Institutions, 
the Bar and Life Insurance Groups 


HE American Institute for En- 
| dowments has been organized as 
an outgrowth of a conference held 
in Philadelphia, April 24, by represen- 
tatives ‘of colleges, trust institutions, 
life insurance companies and the Bar, 
for the purpose of discussing and ap- 
proving ways and means of assisting 
higher education through furthering 
gifts and promoting endowments under 
wills and trust agreements and by 
means of life insurance. The conference 
was arfanged under the auspices of the 
Association of American Colleges, of 
which William Mather Lewis is presi- 
dent and Robert L. Kelly, executive sec- 
retary. Much of the active work in con- 
nection with the movement was done by 
Leroy A. Mershon, formerly secretary of 
the Trust Division, American Bankers 
Association. 

The new organization will be under 
Mr. Mershon’s active direction. Dr. 
Lewis will head the committee of man- 
agement as representative of colleges. 
Gilbert T. Stephenson, vice-president of 
the Equitable Trust Company, Wilming- 
ton, Del., will be chairman of the com- 
mittee on trust institutions. John A. 
Stevenson, chairman of the executive 
committee, Association of Life Agency 
Officers, and vice-president of the Penn 
Mutual Life Insurance Company, will be 
chairman of the committee on life insur- 
ance. The name of the chairman of the 
Bar Committee has not yet been an- 
nounced. 

The purpose and plans of the new 
organization are indicated by the pro- 
gram of the Philadelphia conference. 

After an introductory statement by 
Dr. Lewis, George A. Brakeley, admin- 
istrative vice-president of the Univer- 
sity of Pennsylvania, and Archie M. 
Palmer, associate secretary of the Asso- 
ciation of American Colleges, outlined 
past methods of securing endowments. 
Then the question, “What the colleges 
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can do on the campus and in the field to 
meet their separate and collective needs 
in order to accord with changed condi- 
tions,” was discussed by Thomas A. Gon- 
ser, assistant to the president, North- 
western University, Chicago; Felix A. 
Grisette, director, The Alumni Loyalty 
Fund of North Carolina, Chapel Hill, 
N. C., and Charles J. Miel, general man- 
ager, the University of Pennsylvania 
Fund, Philadelphia. Homer P. Rainey, 
president of Bucknell University, Lewis- 
burg, Pa., addressed the conference on 
“How can the cooperation of trust insti- 
tutions, life insurance and the legal pro- 
fession be made effective?” Gilbert T. 
Stephenson then reviewed “What the 
trust institutions can do,” outlining at 
the same time what they cannot do. The 
life insurance aspect was then presented 
by John A. Stevenson and Solomon §&. 
Huebner, professor of insurance, Whar- 
ton School of Finance and Commerce, 
University of Pennsylvania, and Dean 
of the American College of Life Under- 
writers. A discussion of “What the Bar 
can do” was assigned to Robert T. Mc- 
Cracken of the Philadelphia Bar. Mr. 
Mershon then outlined “The first steps 
in making cooperation effective.” 

The new organization, which will have 
headquarters in Philadelphia, is designed 
to function as the point of contact for 
these various groups. 





Philip A. Benson Reelected 


Philip A. Benson, president of the Dime 
Savings Bank of Brooklyn, N. Y., and for 
the past year head of the National Associa- 
tion of Mutual Savings Banks, has been re- 
elected president of that body for the ensu- 
ing twelvemonth. 

The savings bankers also elected and in- 
stalled Robert C. Glazier, president of the 
Society for Savings, Hartford, as vice-presi- 
dent. Walter E. Hallett, vice-president of 
the Bank for Savings, New York, was re- 
elected treasurer, and John W. Sandstedt, 
New York, executive secretary. 
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tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in thisstate. 


BROOKLYN TRUST 


Nothing To 
Sell But Service 


27 Offices in 








Withers Sees Competitive Dan- 
gers in Branch Banking 


Praise for the administration at Wash- 
ington, coupled with insistence on the privi- 
lege of free-born Americans to criticize, 
characterized the annual address of Carl 
K. Withers as president of the New Jersey 
Bankers Association. 

Mr. Withers, who is president of the 
First-Mechanics National Bank, Trenton, 
N. J., after reviewing the events of the last 
year, said that “if ultimately, as seems in- 
evitable in the provisions of the Banking 
Act of 1933, we are to have a unified bank- 
ing system of some kind, by all means, let 
it be one of strict and adequate supervision 
but not of control.” 

“Government has yet to demonstrate,” he 
said, “either the right or the continuing 
ability to successfully invade the field of 
private initiative and enterprise, and there 
is no reason to believe that the control and 
domination of our banking system would 
prove to be any noteworthy exception. * * * 

“There is a unanimity of opinion that one 
of the principal faults of our dual banking 
system in the past has been the competition 
for charters existing between the state and 


national systems. The entire system was 
unquestionably weakened by the competitive 
conditions created through the over-estab- 
lishment of banks without adequate regard 
to community needs. This same objection 
and danger will apply with equal, if not 
greater significance to the over-establish- 
ment of branches.” 

In reference to the Code, Mr. Withers 
said: 

“If we are to have a Code and we should 
—by all means let us have one which can 
be interpreted; one that will be workable 
and equitable alike to depositor and bank, 
and one which shall not require of every 
institution the elaborate system of costs 
apparently required in the present regula- 
tions. Let us assume for once that most 
bankers are honest and ready and willing 
to cooperate in every way possible to bring 
about a return to more nearly normal con- 
ditions. Let us get together in our local 
clearing house or county associations and 
trade areas, and work out a code of com- 
pliance which shall be fairly based upon 
average conditions in our individual com- 
munities. Let us have cooperation—not re- 
crimination, and our Codes will be speedily 
completed and enforced.” 
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(Continued from page 576) 
Collector, who will add $5 to the amount 
of the tax. These statements or copies 
thereof must be made available to public 
examination and inspection in the office 
of the Collector, where the return is filed, 
and they will be available for examina- 
tion and inspection for a period of not 
less than three years from the date the 
return was filed. 

The unhappy experience with the pub- 
licity provisions under the 1924 Act, 
which did not go as far as this, should 
have convinced Congress of the fallacy 
and injustice of making public income tax 
return data. The amount of a man’s in- 
come should rightly be a matter between 
him and his government. The govern- 
ment has plenary powers to ascertain the 
amount of income in any case, and under 
existing law without this amendment, the 
President had authority to permit public 
examinations of returns if he deemed it 
necessary. The government has not been 
harmed in the past by the confidential 
character of income tax returns, but on 
the contrary it has been helped since the 
secrecy of returns has been an induce- 
ment to encourage the filing of returns 
by taxpayers. It is to the credit of the 
Treasury Department that it has not 
sought the present publicity provision, 
nor can it be believed that out of its ex- 
perience it would favor it. It is unfair to 
subject responsible citizens of a com- 
munity to the snooping of idle curiosity 
seekers and worse, as well as to make the 
list of tax returns available for gross 
commercial purposes. 

The scheme of income tax in this coun- 
try has always rested on the assumption 
that a taxpayer’s return was to be treated 
as highly confidential, and this change in 
policy amounts to a breach of faith, which 
will not aid the revenue, but will merely 
plague the taxpayer already harassed by 
the tax under this law. It will open the 
door to the stool pigeon, the official in- 
former, the grafter, the blackmailer, the 
fake security salesman and others of such 
ilk, and so far as can be seen it will not 
give the government a single real addi- 
tional advantage nor in any way help the 
real income tax administration. It is be- 
lieved that this measure will be widely 
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resented by the public when it becomes 
actually aware of the requirement and 
will break down that feeling of loyal sup- 
port on which any revenue law must 
depend if it is to ensure successful ad- 
ministration. Again we point out that in 
1913 when the Sixteenth Amendment was 
before the people if any one had dared to 
make the suggestion that returns would 
be thrown open in this manner, the 
amendment would probably have been re- 
jected as an intolerable invasion of 
private right. 

It is difficult to see how any compro- 
mise in this situation could be tolerated 
as the principle involved seems too closely 
related to highly personal rights of in- 
dividual taxpayers, but if publicity of 
this character is at all necessary it would 
seem that at least it might be limited to 
the very large incomes since it can con- 
cern few people with honest motive 
whether John Doe has paid tax on 
$10,000 or $5000 and, as already pointed 
out, the government has tremendous pow- 
ers to ensure full payment of the tax. 

The section seems to be mandatory 
that returns be made public; yet it may 
be interpreted as vesting discretion in 
those officers charged with the obliga- 
tion. Fair and reasonable publicity for 
certain legitimate purposes may be all 
right but to expose returns in wholesale 
to all who care to look hardly seems fair. 

Section 148. This Section, in line with 
the general provisions commented on 
above, provides that every corporation 
subject to tax shall in its return submit 
a list of the names of all officers and em- 
ployees receiving salary, commission, 
bonus or other compensation in excess of 
$15,000 for the taxable year and that the 
Secretary of the Treasury shall submit 
an annual report to Congress containing 
the names of and the amounts paid to all 
such officers and employees and names 
of the paying corporations. 

The observations above apply equally 
to this provision. Certainly from a rev- 
enue point of view, the government can- 
not complain of high salaries since the 
Commissioner has the right to limit de- 
ductions to corporations if he deems them 
unreasonable and at the same time such 
salaries are subject to both normal and 
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surtax in the hands of the recipients. So 
far as we can gather, there has been no 
pronouncement that a salary of more than 
$15,000 is something wicked in itself, 
nor can any justification be found for a 
scheme of publicity which requires an 
official of a company to be pilloried in 
the public press and to be exposed at 
the same time in the office of his local col- 
lector because as an honest and capable 
man he has made himself sufficiently 
valuable to his employer to receive a sal- 
ary of this amount. 


SECTION 102—SURTAX 
For Corporate Evasion 


Section 102 of the present Act, (which 
takes the place of Section 104 of the 
Revenue Act of 1932, which in turn sup- 
planted the famous Section 220 of prior 
acts) is amended to limit the application 
of this section to corporations other than 
personal holding companies which are 
now subject to a special tax, and to 
modify and alleviate somewhat the pro- 
visions of earlier statutes. Under Section 
220 and Section 104 a penalty tax was 
imposed equal to 50% of annual profits 
of a corporation wherever the corpora- 
tion was formed or availed of for the 
purpose of preventing the imposition of 
surtax through the medium of withhold- 
ing dividends which would have been 
taxable in the hahds of its shareholders. 
These penalty provisions of the statute 
were administered with great hesitancy 
by earlier administrations because of the 
difficulty of proving proper application 
and the general confusion which might 
result, and for the reason that there was 
considerable doubt as to their constitu- 
tionality, but in the case of United Busi- 
ness Corporation of America v. Commis- 
sioner, 62 Fed. (2d), certiorari denied on 
October 9, 1933, the provision was held 
constitutional. 

It was objected that the Commissioner 
could not well go beyond the decision of 
the directors as to whether the funds of 
a corporation should be distributed and 
it was urged that only the directors could 
determine, and not bureau officials and 
employees, what the proper needs of a 
corporation were, and that any prudent 
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corporation was justified in building up 
a substantial surplus. The economic col- 
lapse of the last five years has demon- 
strated the force of these observations, 
and the present law gives recognition to 
the validity of these objections, for in 
lieu of the former provision it now pro- 
vides that there shall be fixed a 25% 
surtax on the amount of the adjusted net 
income not in excess of $100,000 and of 
35% on the adjusted net income in excess 
of $100,000. It also defines adjusted net 
income as “net income computed without 
the allowance of dividend deduction 
otherwise allowed but diminished by the 
amount of dividends paid during the tax- 
able year” whereas the former act, re- 
gardless of what dividends had been 
paid, applied a flat 50% additional tax 
to the net income of the corporation 
if it were held within the section. This 
penalty tax has been imposed in the form 
of a surtax in order to make it possible 
to subject to tax corporate income from 
partially tax exempt securities which 
under their acts of issue are exempted 
from all taxes except surtaxes. The Act 
further provides that this section is not 
applied if the shareholders of a corpora- 
tion included their gross income and pro 
rata share of the adjusted net income of 
the corporation whether distributed or 
not. (See in connection with this section 
discussion of the provision in Section 351 
as to personal holding companies. 

Where the statute applies there is in- 
cluded in the net income of the corpora- 
tion its taxable income as ordinarily 
understood, plus the dividends it receives 
which, under ordinary income tax, are 
a deduction against its gross income. 
While it is gratifying that the severity 
of the former provisions have been some- 
what ameliorated, yet in view of the 
special taxes on personal holding com- 
panies which are the prime offenders in 
this matter, it is, perhaps, to be re- 
gretted that this penalty provision was 
not omitted entirely or limited even more 
sharply. 

To the credit of the Treasury Depart- 
ment it must be stated that in general it 
has been reasonable in its imposition of 
the past provisions where a genuine busi- 
ness corporation was involved, and it is 
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to be hoped that it will not invoke this 
section except in cases of real evasion. 


Section 113(a) (2)—Basis for Loss 
for Gift Property 


Another loophole heretofore open and 
freely used for purposes of tax avoid- 
ance has apparently been closed by this 
important amendment. It provides that 
where property is acquired by gift, 
subsequent to December 31, 1920, and 
a loss is claimed, the donor’s basis or 
the value at the time of the gift, which- 
ever is lower, must now be used as the 
basis. Under the 1932 Act, the basis was 
the same to the donee as to the donor, 
which was in line with legislative pro- 
vision obtained by the Bureau when it 
was to the Government’s advantage to 
require such an adjusted basis. The use 
of the donor’s basis for determining 
gain derived by donee was upheld as con- 
stitutional in Taft v. Bowers, 278 U. S. 
470, although it was strongly argued that 
any increment in value in the hands of 
the donor could not constitute income in 
the hands of the donee, since he received 
it as a gift on the day of the gift, but 
the Court upheld tax on the ground that 
there was a deferred profit which passed 
to the donee. It would appear therefore 
that this new provision would be upheld. 

The result of this amendment is that 
a gift cannot now be used for the pur- 
pose of avoiding a tax on a profit real- 
ized either in the hands of the donor or 
the donee or to reduce the income by a 
loss in the hands of another. For exam- 
ple, suppose A owned a piece of property 
which cost a substantial amount of 
money, but at the time of a contem- 
plated sale is worth very little. It sc 
happens that A has little if any income 
and the loss to him would be useless. 
However, B, with a large income, could 
use the loss to advantage. Under prior 
law A would make a gift to B, who 
could have availed himself of the loss. 
Under the amendment this cannot be 
done. 

In view of the new provisions restrict- 
ing losses to cases where there are capital 
gains, and also preventing family tran- 
sactions, this change is of less importance 
than it otherwise would have been. 
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Section 113(a) (5)—Basis of Property 
Transmitted at 
Death 

This section is amended by providing 
that the basis for property acquired by 
bequest, devise, or inheritance, or by the 
decedent’s estate from the decedent shall 
be the fair market value of such prop- 
erty at the time of such acquisition. The 
result therefore has been to establish a 
uniform basis for value of all property 
transmitted at death, regardless of the 
nature of the property and regardless of 
the nature of the inheritance. The prior 
law fixed the date of the decedent’s death 
as the basis for value of personal prop- 
erty acquired by specific bequest, real 
property acquired by general or specific 
devise, or by intestacy and for all prop- 
erty acquired by the decedent’s estate 
from the deceased. In all other cases the 
basis under the prior law was the fair 
market value of the property at the time 
of distribution to the taxpayer. 

The amendment reverts to the lan- 
guage of the Revenue Act of 1926 which 
was construed by the United States 
Supreme Court in Brewster v. Gage, 280 
U. S. 327, concerning the meaning of the 
word “acquisition.” There the Court held 
that acquisition meant the date of death, 
irrespective of the time of actual acquisi- 
tion by the trustee, executor, legatee or 
beneficiary and irrespective of the type 
of property passing. 

Considerable confusion had existed 
prior to the Brewster case as to the date 
of acquisition on account of the fact that 
legal title to personal property vested in 
the administrator or executor rather than 
in the beneficiary. 

The change is to be approved as mak- 
ing for simplification and certainty and 
also as avoiding the hiatus in reaching 
profits accruing between the date of 
death and distribution, which, under the 
1932 Act, were in many cases not subject 
to tax. It will simplify the problem for 
the fiduciary since the only date involved 
will be the date of death which require- 
ment already exists where Federal or 
State death taxes are involved. 

A new provision is contained in the 
above section affecting powers of ap- 
pointment. It is provided that property 
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passing without full and adequate con- 
sideration under a general power of ap- 
pointment exercised by will shall be 
deemed to be the property passing from 
the individual exercising such power by 
bequest or devise. The effect of this pro- 
vision is that the basis in such cases is 
the value at the date of death. The last 
sentence of Section 113(a) (4) of the 
prior law has been omitted which dealt 
with this same question. 


Section 113(a)(13) Basis of Partner- 
ship Property 

This amendment provides that in 
case of property acquired by a partner- 
ship subsequent to February 28, 1913, 
and if the basis is not determined by 
any other provision of Section 113, the 
basis to the partnership is the same as 
the basis in the hands of the transferor. 
In the case of a transfer by a partner 
to his firm, of course, the basis to the 
firm would be that to the partner. On the 
other hand, if property is distributed in 
kind by a partnership to any partner, the 
basis to the partner “shall be such part 
of the basis in his hands of his partner- 
ship interest as is properly allocable to 
such property.” 

For example, A and B each contributes 
$5,000 to the formation of a partnership 
which is used in the purchase of certain 
personal property. A year or two later 
the partnership is dissolved at a time 
when the property has a value of $15,000 
and a year later one of the partners sells 
his interest for an amount which is in 
excess of the original cost and of the 
value on the date the partnership was 
dissolved. Under the Act the basis to be 
used by the partner is the original $5,000 
expended by the partnership for the pur- 
chase of his corresponding one-half in- 
terest and not the value of the property 
on the date the partnership was dis- 
solved. 

Of course, the major change with re- 
spect to partnerships is the limitation on 
capital losses, contained in Section 117. 
Heretofore partners with capital losses 
have been allowed to offset such losses 
against ordinary income. Under the new 
law the loss cannot be offset against 
ordinary income. 
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Section 113(a) (14)—Basis for Loss— 
Property Acquired Prior to March 1, 
1913. 

Under the Revenue Act of 1932 and 
earlier statutes the basis for determin- 
ing gain or loss in the case of property 
acquired prior to March 1, 1913, was its 
cost or fair market value as of March 1, 
1913, whichever was greater. The House 
and the Senate Committees recommended 
a change in this particular provision for 
the reason that this rule when applied to 
losses in some instances granted the tax- 
payer a loss where no loss had actually 
been sustained. The Senate Committee 
gave as an example the case of a tax- 
payer who bought property for $20,000 
prior to March 1, 1931, which was worth 
$75,000 on that date. In a sale of the 
property in 1933 for $60,000, the tax- 
payer under the former statutory rule, 
could claim a statutory loss of $15,000 
although in fact the property sold for 
more than he originally paid for it. The 
new Act changes this feature of the prior 
law by providing that in the case of prop- 
erty acquired before March 1, 1913, 
where the cost of the property is less 
than the fair market value of the prop- 
erty as of March 1, 1913, the use of the 
fair market value as the basis shall be 
limited for the purpose of determining 
gain solely; the Act makes it mandatory 
in the case of a loss where the cost is 
less than the fair market value as of 
March 1, 1913, to base the deductible 
loss on cost and not on fair market value. 

The basis to be used for determining 
gain or loss in the case of property 
owned as of March 1, 1913, has always 
been one of the troublesome features of 
the Income Tax Statute, particularly as 
the shifting standards requiring the tax- 
payer to take into account such contrast- 
ing elements as cost and fair market 
value as of March 1, 1913, have given 
rise to curious results and constant con- 
fusion. The difficulties were not wholly 
settled by the series of Supreme Court 
decisions in the following cases, Good- 
rich v. Edwards, 255 U. S. 527, Walsh 
v. Brewster, 255 U. 8. 536, United States 
v. Flannery, 268 U. S. 98, and McCaughn 
v. Ludington, 268 U. S. 106, under 
which the Supreme Court endeavored 
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to lay down the working principle that 
regardless of the statutory language the 
computation of the tax must take into 
account actual gain and actual loss. In- 
sofar as the present amendment does not 
preclude the taking of an actual loss or 
result in the taxation of a gain where 
there has been no actual gain, it is ap- 
parently in line with the principles thus 
announced by the Supreme Court, and 
cannot consistently be objected to. In 
many cases the amendment will result 
in simplification since it is limited to cost 
which is generally a matter of record as 
against value which is generally a matter 
of opinion; however, nothing in the Act 
on this general question remedies the 
administrative difficulty which constantly 
becomes more perplexing due to the fact 
that in many instances the computation 
of the tax requires the establishment of 
a value as of a date more than two 
decades ago and rapidly receding into the 
distance until it becomes almost historic. 
In view of the fact that in many in- 
stances successor interests take the same 
basis as in the hands of the person from 
whom they receive the property, the 
March 1, 1913, date remains of current 
importance. Eventually it would seem, 
because of the sheer impossibility of go- 
ing back to March 1, 1913, to establish 
values, that some other method might 
consistently be devised. 


Section 113(g¢)—Reorganization 


The Revenue Act of 1932 provided with 
respect to corporate reorganizations not 
subject to tax, as not representing com- 
pleted transactions, that where there 
was distributed in pursuance of a plan 
of reorganization to shareholders in a 
corporation which was a party to the 
reorganization stock or securities in such 
corporation or in another corporation a 
party to the reorganization, no gain or 
loss will be recognized upon the receipt 
by shareholders of such stock or securi- 
ties. If corporation A transferred its 
assets to corporation B for all of its 
stock and if it distributed the stock of 
Corporation B to its own shareholders 
as a part of the plan of reorganization 
without the shareholders being required 
to surrender any of their stock in Cor- 
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poration A, the Act recognized the trans- 
action as a statutory reorganization not 
subject to tax. The present Act com- 
pletely omits this section and thereby 
makes it clear that in such a transaction 
the stock so distributed would be subject 
to tax as representing a dividend. 

This section of the new revenue law 
further defines the term “reorganization” 
as a statutory merger or consolidation, 
instead of merely describing it as a mer- 
ger or consolidation as in former acts. In 
addition, it changes the former provision 
that where one corporation in exchange 
solely for all or part of its voting stock 
acquired the majority of the voting stock 
and at least amajority of the total number 
of shares of all other classes of stock of 
another corporation, the transaction was 
a tax-free reorganization, by now provid- 
ing instead of a simple majority that the 
acquisition be of at least 80% of the 
voting stock and at least 80% of the 
total number of shares of all other classes 
of stock of another corporation, or of 
substantially all of the properties of an- 
other corporation. The purpose of this 
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amendment is to make it more difficult to 
effect so-called corporate reorganizations, 
designed primarily to avoid income taxes, 
which in reality are sales rather than 
reorganizations. As the reorganization 
provisions have always been a fertile 
field for ingenious expedients designed to 
circumvent the tax, it is doubtful whether 
the present Act will succeed in full. Dur- 
ing the consideration of the bill serious 
attempt was made completely to elim- 
inate the reorganization provision and to 
subject all corporate reorganizations to 
tax regardless of the circumstances under 
which made; but as properly pointed out 
this would have strangled legitimate cor- 
porate reorganizations made more imper- 
ative by present economic considerations 
and would in many instances have made 
it impossible for corporations to enter 
‘into necessary reorganizations. 

Perhaps the ultimate solution of the 
difficulty will be found in giving the 
Treasury Department flexible adminis- 
trative discretion to treat as taxable 
those reorganizations which clearly are 


made for no sound business purpose, in 
much the same manner as the Commis- 
sioner may now treat foreign corpora- 
tions which he finds were organized not 
for business considerations but to defeat 
the tax law. 


Section 115(c)—Distributions by 
Corporations in Liquidation. 


Under the Revenue Act of 1932 and 
the preceding Acts, after statutory at- 
tempts to treat the matter differently in 
still earlier statutes, a distribution in 
complete or partial liquidation by a cor- 
poration was treated for income tax pur- 
poses as equivalent to the sale or 
exchange of the stock by the stockholders, 
and where the stockholder had held his 
stock for more than two years he re- 
ceived the benefit of the capital gain and 
loss provisions with respect to such dis- 
tributions. Other distributions by a cor- 
poration, when not made out of tax-free 
surplus, were treated as they are at 
present, as taxable dividends subject to 
surtax. The effect of this distinction was 
that distributions in liquidation often 
received preferential treatment, and per- 
haps necessarily so, and the difference in 
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tax burden made it a constant question of 
issue between the taxpayers and the 
Commissioner as to whether a particular 
distribution was a liquidating dividend 
or an ordinary dividend, as will be seen 
by reference to the large number of 
Board and court cases on the subject. 
When the present Revenue Law was be- 
fore the House it was strongly urged 
that liquidating dividends should be 
treated as ordinary dividends on the 
ground that often surplus distributed in- 
cluded surplus of the corporation which 
had never been subjected to surtax and 
would escape surtax if treated as in pay- 
ment of the stock surrendered in the 
liquidation. The House Ways and Means 
Committee retained the principle of the 
former law taxing the shareholder on the 
basis of a gain and not a dividend, but 
in an admitted attempt to straddle the 
situation added the important limitation, 
namely, that despite the provision of 
Section 117 (2) treating capital gains 
and losses on a graduated percentage 
basis depending on the length of time the 
asset was held, the full 100% of the gain 
represented by the liquidating dividend 
should be figured in computing the tax. 
This will be made clear by the following 
example: If A sells property which he has 
owned for ten years and makes a $10,000 
profit, under the capital gain provision 
the only amount taxable is 30% of 
$10,000 or $300. If A ten years ago had 
turned this same property into a cor- 
poration for all of its stock, and now 
liquidated the corporation under this 
provision, he would be taxable in full on 
the profit of $10,000. Not only does this 
seem an unjust discrimination but it 
ignores the fact that in the case of an 
actual sale where the graduated percent- 
ages apply the taxpayer is ordinarily in 
receipt of actual cash whereas in the case 
of a liquidation all that happens is that 
he takes back from a corporation prop- 
erty in the form in which the corporation 
owns it and thus the discrimination is 
doubly harsh. Moreover, the Act ignores 
the economic fact that the use of the 
corporate form of doing business is at 
times most essential and at other times 
for reasons having nothing to do with 
taxation, the use of the corporate form 
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carries economic disadvantages, but under 
this provision it would appear that in 
many instances it will be impossible for 
corporations to liquidate unless the stock- 
holders are to be subjected to a heavy 
discriminatory tax. 

At the same time in treating gain on 
liquidating dividends in such manner the 
Act limits the right to deduct losses re- 
sulting from liquidating dividends under 
Section 117. As a result of these pro- 
visions it is incumbent on every stock- 
holder to make certain that he under- 
stands the effect of the application of 
these new provisions before bringing 
about the liquidation of a corporation 
which he controls. 

Query: If A has a $10,000 statutory 
gain in the liquidation of one corporation 
and a $10,000 actual loss in the liquida- 
tion of a second corporation, and in both 
cases held the stock more than ten years 
and is therefore under the statutory pro- 
visions as to capital loss limited to 30% 
so that his offset against the capital gain 
is only $3,000, will the courts sustain as 
constitutional a statute which makes dis- 
crimination between gain and loss arising 
from the same class of assets held for 
the same length of time and coming 
under the same general provision in the 
statute? 


Section 117—Capital Gains and Losses 


This amendment makes one of the most 
important changes in the entire Act 
since it departs from former methods of 
treating capital gains and losses and 
deals with such situations on an entirely 
different and novel basis. This section 
supersedes the 1244% capital gain and 
loss system heretofore obtaining as well 
as the limitation thereon for gains and 
losses on capital items held less than two 
years as provided for in Section 23(r) 
(s) and (t) of the 1932 Act. 

Under the new law gain or loss on the 
sale or exchange of a capital asset made 
by a taxpayer, other than a corporation, 
shall be allowed only to the extent of the 
following percentages in computing net 
income: 

100% if the capital asset has been 

held for not more than one year, 
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80% if held for more than one year 
but not more than two years, 

if held for more than two years 
but not more than five years, 

40% if held for more than five years 
but not more than ten years, 

30% if held for more than ten years. 

The recognition of gain or loss prior 
to the computation under Section 117 is 
provided for in Sections 111, 112 and 113 
of the new law substantially similar to 
the old law except as heretofore noted in 
this analysis. 

Of the other various sub-sections the 
most important is (d) which allows the 
deduction for losses from sales or ex- 
changes of capital assets “only to the 
extent of $2,000 plus the gains from such 
sales or exchanges.” This limitation ap- 
plies to corporations as well as individ- 
uals which heretofore have been allowed 
to offset capital losses against ordinary 
income. It should be noted, however, that 
the graduated percentages applying 
against individual gains and losses do 
not apply in the case of corporations. 


60% 
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Accordingly, corporations may offset the 
full 100 per cent. of actual capital losses 
against actual capital gains, also being 
favored by the $2,000 deduction where 
such losses exceed such gains. 

There is one exception made with re- 
spect to the limitation contained in sub- 
section (d) which reads as follows: 

“If a bank or trust company incor- 
porated under the laws of the United 
States or of any state or territory, a 
substantial part of whose business is 
the receipt of deposits, sells any bond, 
debenture, note, or certificate, or other 
evidence of indebtedness issued by a 
corporation (including one issued by a 
government, or a political sub-division 
thereof) with interest coupons or in 
registered form, any loss resulting 
from such sale (except such portion 
of the loss as does not exceed the 
amount, if any, by which the adjusted 
basis of such instrument exceeds the 
par or face value thereof) shall not be 
subject to the foregoing limitation and 
shall not be included in determining 
the applicability of such limitation to 
other losses.” 

Section 117 further defines capital 
assets, excluding therefrom stock in trade 
or property which would be properly in- 
cluded in the taxpayer’s inventory or 
property ordinarily held by the taxpayer 
primarily for sale to customers in the 
ordinary course of his trade or business, 
provides that gains or losses from short 
sales of property shall be considered as 
gains or losses from sales or exchanges 
of capital assets and that gains or losses 
attributable to the failure to exercise 
privileges or options to buy or sell prop- 
erties shall be considered as gains or 
losses from sales or exchanges of capital 
assets held for one year or less. It is fur- 
ther provided that amounts received by 
the holder upon retirement of bonds, 
debentures, notes or certificates or other 
evidences of indebtedness issued by any 
corporation, including those issued by 
the government or political subdivision 
thereof, with interest coupons or in 
registered form, shall be considered as 
amounts received in exchange therefor. 

Determination of the period for which 
the capital asset was held is specially 
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treated under subsections (1), (2), (3) 
and (4). 

The new system is a result of consid- 
erable study by the Treasury and the 
Committees of Congress. It was stated 
that the present system produced an un- 
stable revenue, gave rise to considerable 
hardship in some cases and undue advan- 
tages in others, and retarded normal 
business transactions in many instances. 
The British system which disregards 
capital gains and losses for income tax 
purposes was considered but the policy 
thereof was not adopted. 

Originally there was considerable doubt 
whether capital gains were constitution- 
ally taxable as constituting income with- 
in the purview of the Sixteenth Amend- 
ment, and it was argued by many that 
such gains could not be so taxed. The 
Supreme Court finally decided the ques- 
tion and upheld the tax. 

The 1921 Revenue Act gave legislative 
recognition to the argument that there 
was some difference between capital gains 
and ordinary business income and in 
that Act and all subsequent Acts, capital 
gains and losses have been accorded dif- 
ferent treatment from that of ordinary 
income. In general the statutes hereto- 
fore provided that where property held 
for more than two years had been sold 
at a profit, such profit could be treated 
as ordinary income, or taxed at a flat 
rate at the option of the taxpayer, al- 
though in recent years it was provided 
that the benefit from a capital loss could 
not be more than if the deduction was 
taken as an ordinary deduction. 

The:Revenue Act of 1932 first intro- 
duced the principle that losses on the sale 
of assets held less than two years could 
not be taken as deductions except as 
against corresponding profits, but still 
permitted capital losses to be offset 
against ordinary income where the asset 
had been held for more than two years. 

In normal and prosperous time, the 
former system resulted in large revenue 
to the government although open to ob- 
jections on the ground that it prevented 
the sale of assets and was always a fac- 
tor disturbing private sale and public 
market. As the country moved into the 
depression and the enormous collapse in 
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values occurred, many actual losses were 
suffered and these losses were used to 
avoid tax payable on ordinary income. It 
so happened that many sales were made 
which were not bonafide sales at all, but 
were manoeuvres to obtain benefits to 
which the taxpayers were not entitled. 
In preventing such camouflage the new 
system is advantageous. 

Despite the Supreme Court holdings 
to the effect that capital gains are tax- 
able and despite the tendency in recent 
years of the Courts to uphold as consti- 
tutional that which in a different period 
would have been stricken down as uncon- 
stitutional, the new system may still give 
rise to a serious constitutional challenge. 
The question will arise in connection with 
a determination of the constitutional con- 
cept of income. Since capital gains have 
now been subjected to taxes as ordinary 
income, there remains a question as to 
whether capital losses should not be 
allowed as offsets against the income now 
treated as one unit. For purposes of illus- 


tration we observe that Congress has 
lumped all income from all sources and 
treated the resulting amount as the sum 
total of the taxpayer’s income. The ques- 
tion which may be presented to the high- 
est court for definitive decision is 
whether against such aggregate income 
losses from every source should not like- 
wise be allowed. One answer on the part 
of the Government undoubtedly will be 
that before the total income is deter- 
mined, each item.thereof has been sep- 
arately treated as to gains and losses. In 
other words, the whole represents the net 
result of various parts. It would seem 
from the new Act that Congress has 
determined that all losses are not con- 
stitutionally deductible. Such language 
has been used by the courts on various 
occasions although not in connection with 
the issues here squarely presented. 

It will be interesting to observe what 
determination the Supreme Court will 
make when and if the issue is presented. 

Examination of the effect of the per- 
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centage arrangement shows certain in- 
teresting results. In the case of a tax- 
payer whose income has reached a maxi- 
mum surtax rate of 59%, the inclusion 
of the profit upon the sale of an asset 
held more than two years, the percentage 
of profit under the new law being 60% 
of the actual profit, would result in a tax 
rate of approximately 35% as against the 
124%% maximum under the old law. 
Even where the taxpayer had held the 
asset for more than ten years and was 
required to include only 30% of the 
actual profit, the rate would thus be over 
17%. 

In between there are differing results 
by virtue of the graduated surtax rates 
with corresponding variations in the re- 
sulting effect upon taxpayers. The so- 
called small taxpayer, as indeed the 
large as well, is given the benefit of a 
deduction up to $2,000 against ordinary 
income where the capital losses exceed 
capital gains. 


Estates and fiduciaries will also be 
affected and perhaps more seriously than 
in the case of other taxpayers. The basis 
as now established in all cases of prop- 
erty transmitted at death, is the value 
at the date of death. As a result of the 
new percentage method, the period of 
time which the fiduciary has held these 
securities appears to start from the date 
of death and not as of some other date 
as in the case of other property held by 
the taxpayer for which exceptions are 
made in sub-section (c) (1), (2), (38) 
and (4) of Section 117. It would there- 
fore appear that fiduciaries whose duty 
it is usually promptly to liquidate the 
holdings of the deceased would probably 
be brought within the high percentage 
brackets of Section 117 upon the sale of 
capital assets. There can of course never 
be any advantage since losses can never 
be offset against ordinary income, except 
for the limited $2,000 allowance, and 
where gains exceed losses, the whole 
amount usually will be included. 


An example of the working of the new 
capital gain or loss system in the case 
of an individual has been given by the 
Ways and Means Committee of the House 
as follows: ; 


‘LBs 


Gain 
taken 
Gain Loss into 
Trecog- recog- Per ac- 
nized nized cent count 
under under ap- under 
Sec. Sec. Time plic- Sec. 
Item 112 112 held able 117 
Corporate 
stock.... $5,000 100 
$4,000 11% years 


bonds. .. 
Real estate. ..... 
Short sales. 2,000 


3,000 6 years 


In the above case the taxpayer would include in gross 
income subject to tax $7,600 in gains and be allowed to 
deduct $4,400 of losses. The net increase in income in such 
case will be $3,200 

If there happens to be a loss in excess 
of gains on the sale or exchange of cap- 
ital assets, the limitation of capital loss 
as above noted reads: “Losses from sales 
or exchanges from capital assets shall be 
allowed only to the extent of $2,000 plus 
the gains from such sales or exchanges.” 

It would appear that the law allows 
this $2,000 over and above the losses 
recognized under the percentage table 
in Section 117, where the net result of 
the taxes so computed shows a loss to the 
taxpayer. For example, if the result of 
a taxpayer’s capital transactions showed 
a loss in excess of gains, then he would 
be allowed up to $2,000 for the purpose 
of offsetting the same against his ordi- 
nary income. 


Section 275—Statute of Limitations 
in Income Cases. 


The new Act changes the period of 
limitations within which the Commis- 
sioner may assess additional taxes from 
two years to three years after the return 
was filed. At the same time Section 322 
gives the taxpayer three years from the 
date the return was filed or two years 
from the time the tax was paid, which- 
ever date is longer, in which to file a 
claim for refund. Both these amendments 
should meet with approval as the former 
period of limitations was so short that 
it compelled the Government often to de- 
mand waivers to protect the right of as- 
sessment, or in the alternative to make 
jeopardy assessment, and on the other 
hand it was not long enough for the tax- 
payer to develop his rights. No provision 
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has yet been adopted which would give 
the taxpayer the right to claim refund 
in any case where tax was paid by virtue 
of an administrative ruling which later 
was declared by Supreme Court decision 
to be erroneous. This is a needed reform 
which has long been overdue. 

Paragraph c, Section 275 adds the fol- 
lowing new provision respecting limita- 
tions: 

“Omission from Gross Income. If the 
taxpayer omits from gross income an 
amount properly includible therein which 
is in excess of 25 per centum of the 
amount of gross income stated in the re- 
turn, the tax may be assessed, or a pro- 
ceeding in court for the collection of such 
tax may be begun without assessment, 
at any time with five years after the re- 
turn was filed.” 

The effect of this provision is to extend 
the period of limitations in such instances 
for a period of five years after the return 
was filed. In the Senate Bill where 25% 
of the gross income had been omitted, no 
time limitation whatever was imposed, 
and the Commissioner could have made 
an assessment at any time the assessment 
was discovered. 

This new extension to the running of 
the Statute of Limitations is open to ob- 
jection on the score that it places it with- 
in the power of the Commissioner to sus- 
pend the running of the Statute by mak- 
ing a tentative finding of a deficiency 
resulting from increasing gross income 
as returned by 25%. Thus the Commis- 
sioner can keep the Statute from tolling 
and thereby force the taxpayer to litiga- 
tion or to compromise or settle a tax 
which is not lawfully due. The propriety 
of this new Section is to be questioned. It 
puts a new weapon in the hands of the 
Commissioner without giving any corre- 
sponding right to the taxpayer. Where 
fraud has occurred the Statute does not 
run for assessment in any event, and 
where fraud does not exist the usual 
three-year limitation should apply and 
the Treasury Department should not have 
it within its power and discretion to 
juggle with the Statute of Limitations to 
suit its practical advantages. 

Under this limitation provision the 
date of filing is not necessarily the actual 


Every Trust Receives 
the Personal Attention 
of the Senior Executives 


FULTON TRUST 
COMPANY 


OF NEW YORK 
Established 1890 


Matin OFFICE 
149 Broadway 


Urtown OFFICE 
1002 Madison Avenue 


Member Federal Reserve System 


date of filing but the last day when the 
return was due. Under Section 502 of the 
new Act the Commissioner may bring 
suit for the recovery of any refund in- 
duced by fraud or misrepresentation 
within five years from the making of the 
refund instead of two years as provided 
by the former law. 

Section 505 amends Section 274(a) of 
the Revenue Acts of 1928 and 1932 and 
Section 282(a) of the Revenue Act of 
1926 by adding a new provision provid- 
ing for the suspension of the Statute of 
Limitations where a trustee in bank- 
ruptcy or receiver has been appointed, 
for the period from the date of the ad- 
judication in bankruptcy or the appoint- 
ment of the receiver to a date thirty days 
after the date upon which the notice 
from the trustee or receiver is received 
by the Commissioner, but the suspension 
of the statute shall in no case be for a 
period in excess of two years. This 
amendment shall not apply in any case in 
which the adjudication has occurred, or 
the receiver has been appointed, prior to 
the date of the enactment of this Act. 
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Section 351—Title 1A—Surtax on 
Personal Holding Companies. 


This section presents an entirely new 
subdivision or title, whose purpose and 
effect are to impose an additional income 
tax in the form of a surtax on personal 
holding companies. In the past no corpo- 
ration has been subject to a surtax but 
only to the regular corporation tax. This 
provision grows out of former attempts 
of the Acts to tax corporations formed 
or availed of for the purpose of income 
tax, usually family corporations, and the 
treatment of this subject is now con- 
tained in two provisions, namely, Section 
102 dealing separately with ordinary 
business corporations, commented on 
above, and this title, Section 351, deal- 
ing with personal holding companies. 

The concepts and mechanics employed 
are so new that it seems desirable to 
quote strictly the provisions in full. 

(a) Imposition of Tax.—There shall 
be levied, collected, and paid, for each 
taxable year, upon the undistributed 


adjusted net income of every personal 


holding company a surtax equal to the 
sum of the following: 
(1) 30 per centum of the amount 
thereof not in excess of $100,000; plus 
(2) 40 per centum of the amount 
thereof in excess of $100,000. 

(b) Definitions—As _ used 
title— 

(1) The term “personal holding com- 
pany” means any corporation (other than 
a corporation exempt from taxation un- 
der section 101, and other than a bank or 
trust company incorporated under the 
laws of the United States or of any State 
or Territory, a substantial part of whose 
business is the receipt of deposits, and 
other than a life-insurance company or 
surety company) if—(A) at least 80 per 
centum of its gross income for the tax- 
able year is derived from royalties, divi- 
dends, interest, annuities, and (except in 
the case of regular dealers in stock or 
securities) gains from the sale of stock 
or securities, and (B) at any time during 
the last half of the taxable year more 
than 50 per centum in value of its out- 
standing stock is owned, directly or in- 
directly, by or for not more than five 


in this 
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individuals. For the purpose of determin- 
ing the ownership of stock in a personal 
holding company—(C) stock owned, di- 
rectly or indirectly, by a corporation, 
partnership, estate, or trust shall be con- 
sidered as being owned proportionately 
by its shareholders, partners, or bene- 
ficiaries; (D) an individual shall be con- 
sidered as owning, to the exclusion of 
any other individual, the stock owned, 
directly or indirectly, by his family, and 
this rule shall be applied in such manner 
as to produce the smallest possible num- 
ber of individuals owning, directly or in- 
directly, more than 50 per centum in 
value of the outstanding stock; and (E) 
the family of an individual shall include 
only his brothers and sisters (whether 
by the whole or half blood), spouse, an- 
cestors, and lineal descendants. 

(2) The term “undistributed adjusted 
net income” means the adjusted net in- 
come minus the sum of: 


(A) 20 per centum of the excess of 
the adjusted net income over the 
amount of dividends received from per- 
sonal holding companies which are 
allowable as a deduction for the pur- 
poses of the tax imposed by Section 13 
or 204; 

(B) Amounts used or set aside to 
retire indebtedness incurred prior to 
January 1, 1934, if such amounts are 
reasonable with reference to the size 
and terms of such indebtedness; and 

(C) Dividends paid during the tax- 
able year. 

(3) The term “adjusted net income” 
means the net income computed without 
the allowance of the dividend deduction 
otherwise allowable, but minus the sum 
of: 

(A) Federal income, war-profits, 
and excess-profits taxes paid or accrued 
but not including the tax imposed by 
this section; 

(B) Contributions or gifts, not 
otherwise allowed as a deduction, to or 
for the use of donees described in Sec- 
tion 23 (o) for the purposes therein 
specified; and 

(C) Losses from sales or exchange 
of capital assets which are disallowed 
as a deduction by Section 117 (d). 
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(4) The terms used in this section 
shall have the same meaning as when 
used in Title I. 

(c) Administrative Provisions.— All 
provisions of law (including penalties) 
applicable in respect of the taxes im- 
posed by Title I of this Act, shall insofar 
as not inconsistent with this section, be 
applicable in respect of the tax imposed 
by this section, except that the provisions 
of Section 131 of that title shall not be 
applicable. 

(d) Payment of Surtax on Pro Rata 
Shares.—The tax imposed by this section 
shall not apply if all the shareholders of 
the corporation include (at the time of 
filing their returns) in their gross in- 
come their entire pro rata shares whether 
distributed or not, of the “adjusted net 
income” of the corporation for such year. 
Any amount so included in the gross in- 
come of a shareholder shall be treated as 
a dividend received. Any subsequent dis- 
tribution made by the corporation out of 
earnings or profits for such taxable year 
shall, if distributed to any shareholder 
who has so included in his gross income 
his pro rata share, be exempt from tax 
in the amount of the share so included. 

(e) Improper Accumulation of Sur- 
plus.—For surtax on corporations which 
accumulate surplus to avoid surtax on 
stockholders, see Section 102. 

The effect of these provisions may be 
summarized as follows: 

1. Personal holding companies will be 
subjected in general to total income taxes 
of some 43834% to 5334% on their un- 
distributed adjusted net income, as de- 
fined in the statute. 

2. The Act includes in income what is 
now regarded as partially tax exempt 
interest from government obligations 
which are at present subject only to sur- 
taxes. 

3. The provisions, while penalizing 
certain personal holding companies, may 
result in considerable hardship to others 
which are not designed for tax evasion 
purposes, and which are necessary, and 
yet whose income is of such a character 
that it cannot be actually distributed in 
full each year. 

4. The Act will involve, as in the past, 
many administrative difficulties and will 
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probably give rise to a large amount of 
litigation, especially as it is to be ex- 
pected that the courts will give a strict 
interpretation to provisions so sweeping 
in character. 

5. The Act will give rise to constant 
dispute as to questions of stock owner- 
ship and will probably introduce new ex- 
pedients intended to defeat these pro- 
visions. 

6. In particular the provision that 
stock owned directly or indirectly by the 
taxpayer’s family shall be considered as 
his stock, is another example of the at- 
tempt of the Act to base income taxes 
not on personal income or personal hold- 
ings, but on a family concept, and this 
gives rise to serious questions both of 
policy and law, inasmuch as it ignores 
the fact that often the individual neither 
directly nor indirectly controls his fam- 
ily nor the property which his family 
holds or acquires. 

It should be noted that the provisions 
of this new section in the law apply to 
companies 80 per cent. of whose gross 
income for the taxable year is derived 
from royalties, dividends, interest, an- 
nuities, and gains from the sale of stock 
or securities. The avenue for avoidance 
still appears to exist. 

Query: Are these provisions so arbi- 
trary that they violate due process of 
law? 

Query: If a tax can be imposed on the 
basis of family relationship, why cannot 
family income be used as the basis for 
all tax? 

Query: If the family is treated as an 
entity for purposes of gain why should 
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it not be correspondingly treated as an 
entity for purposes of loss? 

Pending the issuance of administra- 
tive regulations, many questions must 
remain in considerable doubt. Probably 
these provisions should have been draft- 
ed to apply only in those cases where the 
commissioner, on review finds a purpose 
to defeat the tax, and this provision 
ignores the extent to which the corpo- 
rate device has become a necessary part 
of our modern economic order. 


ESTATE TAX 
Rates and Structure 

The rates have been sharply increased 
in the higher brackets and the maximum 
rate is now 60 per cent, the highest ever 
reached under our law. Except for the 
45 per cent. maximum under the Act of 
1932, the previous high mark was 40 
per cent. under the Revenue Act of 1924, 
and this rate was later retroactively re- 
duced. 

The new rates shall apply to estates of 
decedents who die after the date of the 
enactment of the 1934 Act. The President 
signed the bill and it became law on May 


10th, 1934, at 11:40 A. M., Eastern 
Standard Time. 

The present Estate Act is now con- 
tained in several Acts commencing with 
the Revenue Act of 1926 as amended. 
Under that Act the exemption granted 
was $100,000 and against the tax com- 
puted thereunder an 80 per cent. credit 
for various state death taxes is allowed. 
In 19382 a so-called “supertax” was en- 
acted, the rates being increased to 45 
per cent. and the exemption reduced to 
$50,000. There was no credit for State 
death taxes allowed against this addi- 
tional tax. The new law increases the 
rates upwards to 60 per cent., and there 
is no credit allowed against these taxes 
for State death taxes. In other words, 
credit for State death taxes is confined 
to the Federal taxes computed under the 
Act of 1926. 


(A table of comparative Estate tax 
rates is contained in the appendix.) 


Section 401—Revocable Trusts. 


This section amends Section 302 (d) 
of the Revenue Act of 1926 by adding 
thereto a provision to the effect that the 
exercise of the power to alter, amend, or 
revoke shall be considered to exist on the 
date of the decedent’s death even though 
the exercise thereof is subject to a 
“precedent giving of notice,” or even 
though the alteration, amendment, or 
revocation takes effect only after the 
expiration of a stated period after the 
exercise of the power, and it is imma- 
terial under the section whether or not 
before the decedent’s death notice has 
been given or the powers have been ex- 
ercised. This section is further amended 
by changing the presumption with re- 
spect to a relinquishment of the power 
to alter, amend or revoke made within 
two years prior to decedent’s death. 
This presumption is now rebuttable, for- 
merly it was conclusive. The Supreme 
Court recently held unconstitutional the 
two year presumption in connection with 
transfers made within two years of 
death under the “contemplation of 
death” section of this Statute, and this 
amendment is made as a result of such 
decision. 
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(1) E. Y¥. Chapin, President, American Trust and 
Banking Company, Chattanooga, Tennessee, 
counsel and copy advisor of THE PURSE 
COMPANY. Since 1911, he has written over 
100 trust advertising campaigns and many 
single booklets. Trust advertising he has 
written has been used in practically every 
State, in Canada, in Hawaii. 


Fifth Third Union Trust Company, Cincinnati 
—inquiries from nearly 40% of a mailing list 
of people of known wealth, substantial 
amount of business closed, with the campaign 
less than half completed. Campaign is effec- 
tive because mailings discuss today's new 
estate-planning problems and feature the 
most unusual trust booklet ever published— 
“The Estate Plan Visualator,’’ a product of 
THE PURSE COMPANY. 


They have used PURSE service. 
A PURSE campaign. 


Bank of America, California. Its Beverly 
Hills branch mailing list contains the names 
of many of the most famous motion picture 
stars, directors and executives. A PURSE cam- 
paign is being used. 


Bank of California, San Francisco, analyzed 
annual mortality and will-appointments among 
people who had been on its mailing list. Of 


people on list who died in 1931, 3% named 
the Bank as Executor. In 1932, the Bank was 
named by 7%; and by 14% in 1933. A steady 
increase,and PURSE advertising used through- 
out that 3-year period. 

THE PURSE COMPANY, Chattanooga, Ten- 


nessee. 


At the University of Pennsylvania, at the sug- 
gestion of an officer of THE PURSE COMPANY. 


A PURSE campaign widely used by American 
banks to give depositors a clearer under- 
standing of banking principles and practices. 
and to cause depositors to maintain larger 
balances. 


Write to THE PURSE COMPANY that you are 
ready to plan. You will receive recommenda- 
tions based on (A) 22 years of service to 
hundreds of trust departments; (B) knowledge 
of what methods and type of advertising 
material can, as a result of use by other 
banks, be logically expected to get profit- 
able results for you; (C) up-to-the-minute 
information about present trends in_ trust 
expansion work, and today's problems of 
estate-planning—collected by PURSE execu- 
tives through their continuous contact with 
trust officials from coast to coast—then made 
the basis for new plans and material avail- 
able to PURSE clients. 





Section 402—Prior Taxed Property. 

Section 402 amends Section 303 (a) 
(2) and 308 (b) (2) of the Act of 1926 
dealing with prior taxed property. The 
amendment provides that a deduction 
will be allowed on account of such prop- 
erty only if no deduction were allowed 
therefor in determining the value of the 
net estate of the prior decedent. For- 
merly the requirement was that the prior 
taxed property must have been included 
in the prior decedent’s gross estate and 
that an estate tax thereon had been paid. 
The amendment has limited the scope of 
the deduction by making the limitation 
apply to net estates. 

For example, if A dies and leaves 
property to B and the inclusion thereof 
in A’s estate results in increasing the 
estate tax over what would have been 
payable, then if B dies within five years 
of A, B’s estate is entitled to a deduction 
on account of such prior taxed property. 
However, if upon B’s death the property 
passes to C, who dies within five years 
of B, C’s estate is not entitled to a de- 


duction by virtue of the acquisition of 
the property by C from B, because while 
the value of the property was included 
in B’s gross estate, a deduction therefor 
was allowable to B’s estate. 


Section 403 — Citizenship and Resi- 
dence of Decedents. 

This section amends part of Sections 
303 and 304 of the Revenue Act of 1926 
as amended and 403 of the Revenue Act 
of 1932. The amendment provides that 
citizens as well as residents of the 
United States will be subject to the full 
estate tax charges and correspondingly 
limits the partial charge to non-residents 
who are not citizens of the United States. 
The result of this change is to tax citi- 
zens of the United States even though 
they are residing abroad. Formerly a 
citizen who was a non-resident of this 
country received the benefit of the sec- 
tion of the law which taxed non-resi- 
dents only on that portion of the prop- 
erty which had a situs within this 
country. The limitation may work a 
hardship on citizens who reside abroad 
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and who are likewise fully taxed in the 
foreign country where they reside. Fur- 
ther, tax officials may find in such cases 
serious difficulties in enforcing the col- 
lection of the tax, where for example a 
citizen living abroad has all of his prop- 
erty there. Even though a valid tax may 
be imposed, it may be practically impos- 
sible to collect the same. 


Section 404— Real Estate Situated 

Outside the United States. 

This section amends Section 303 of the 
Revenue Act of 1926 by specifically ex- 
cepting from decedent’s gross estate 
“real property situated outside the 
United States.” It is well recognized that 
an extraterritorial tax is invalid and this 
exception makes clear a well recognized 
‘ principle of law. 


Section 406—Nondeductibility of Cer- 
tain Transfers. 


This section amends Section 303 (a) 
and 303 (b) of the Revenue Act of 1926. 
It prohibits the deductions of bequests, 
legacies, devises or transfers made to an 
organization, a substantial part of whose 
activities is carrying on propaganda or 
otherwise attempting to influence legis- 
lation. The discussion of this unusual 
limitation is similar to the limitations 
contained in Sections 23 (0) (2) and 


101 (6). 
GIFT TAX 

Moving upward in line with the in- 
creased Estate tax rates, Gift tax rates 
have also been substantially increased. 
The maximum rate under the new law is 
45 per cent., three-quarters of the Estate 
tax rates. These rates, however, are ap- 
plicable only to the calendar year of 1935 
and later years and do not apply to the 
calendar year of 1934, but the “amend- 
ment shall be applied in all computations 
in respect of the calendar year 1934 and 
previous calendar years for the purpose 
of computing the tax for the calendar 
year 1935 or any calendar year there- 
after.” 
Section 517—Nondeductibility of Cer- 

tain Gifts. 

This section amends 505 (a) (2) (B) 
and Section 505 (b) (2) of the Revenue 
Act of 1932 prohibiting the deductions 
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of gifts to an organization, a substantial 
part of whose activities consists of 
carrying on propaganda or otherwise at- 
tempting to influence legislation. The 
criticism of this amendment is the same 
as that previously made in Section 23 
(o) (2) and Section 101 (6) herein- 
above. 


Section 511—Gifts of Property Sub- 
ject to Power. 

This section repeals Section 501 sub- 
section (c) of the Revenue Act of 1932 
which relates to the inapplicability of 
the Gift tax to transfers in trust subject 
to the power of the donor to revest title 
in himself and provides that the relin- 
quishment of such power should be con- 
sidered a. transfer by gift. The United 
States Supreme Court recently held in 
the Guggenheim case, 53 S. Ct. 369, that 
such relinquishment constitutes a gift. 


MISCELLANEOUS MINOR 
CHANGES. 


Section 52(a). This amendment re- 
quires the signature of only one officer 
on the corporation income tax return 
instead of two as formerly. 

Section 103 provides that whenever the 
President finds that under laws of any 
foreign country, citizens or corporations 
of the United States are being subjected 
to discriminatory or _ extraterritorial 
taxes, the President shall so proclaim and 
corresponding discriminations to the. ex- 
tent of a doubled liability may be made 
affecting citizens and corporations of 
such foreign countries, subject to the 
limitation that the total tax shall not 
exceed 80% of the net income of the 
taxpayer. 

This retaliatory provision which is 
new in theory in our tax laws is, of 
course, in line with the prevalent nation- 
alistic system of customs laws, but unless 
wisely administered carries within it the 
germ of acute international illwill and 
diplomatic differences. The effect of a 
proclamation issued under this section 
might involve treaty difficulties, and a 
general objection to the provision may 
be stated in the fact that it appears to 
entrust to the Treasury Department 
functions which seem properly within the 
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province of the Department of State. 


Section 119 (a) (1) contains a new 
provision which makes taxable to a non- 
resident alien individual or a foreign 
corporation income from sources within 
the United States, the interest received 
from the United States, any territory or 
any political sub-division of the territory 
or the District of Columbia as interest 
on bonds, notes, etc. The prior law pro- 
vided that interest received from obliga- 
tions of the United States should be 
included but certain Court decisions held 
that interest on a tax refund was not 
interest on an obligation of the United 
States. 


Section 143(a) which restates the re- 
quirements as to withholding of tax at 
the source on what are called “tax free 
covenant bonds” is amended to limit the 
application of this withholding section to 
obligations issued before January Ist, 
1934. The effect of this change is that 
where any bonds issued after January 
Ist, 1934, contain a tax free covenant 
clause, the corporation is not required 
to withhold the tax at source. Where the 
withholding provisions still apply, the 
Act is amended to require that the 
amount of the tax to be withheld in the 
case of a non-resident alien shall be 4%. 


Section 166 dealing with the tax on 
revocable trusts is amended to provide 
that at any time the power to revest is 
in the grantor, the income shall be tax- 
able to him instead of the former pro- 
vision that if at any time during the 
taxable year such power was reserved 
to him. Under technical trust procedure 
the former provision afforded a technical 
loophole and caused the department con- 
siderable annoyance. 

Section 188 contains special provisions 
where the partnership fiscal year and the 
partner’s taxable year are different. It is 
provided in such cases as a general rule 
that the partner’s income shall be based 
upon the partnership income for any tax- 
able year ending within the taxable year 
of the partner. 

For the purpose of computing the net 
income of a partner for a taxable year 
beginning after December 31, 1933, the 
partnership net income for any taxable 
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year beginning before January 1, 1934, 
shall be computed under the Revenue Act 
of 1932, disregarding, however, Sections 
101 and 186 thereof, but as if Section 
117 of the new law except subsection 
(d) were a part of the 1932 Act. 

Section 272(a) relating to petitions to 
the Board of Tax Appeals extends the 
time for appeals from final deficiency let- 
ters assessed by the Commissioner of In- 
ternal Revenue to ninety days instead of 
sixty days under former laws. This will 
prove of practical advantage to many 
taxpayers as the former period was in- 
sufficient for the consideration and prep- 
aration of difficult appeals. 

Section 506 amends 1108(a) of the 
Revenue Act of 1926, as amended, to 
read as follows: 

“(a) The Secretary, or the Commis- 

sioner with the approval of the Secre- 

tary, may prescribe the extent, if any, 
to which any ruling, regulation, or 

Treasury Decision, relating to the in- 

ternal revenue laws, shall be applied 

without retroactive effect.” 
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This rule seems to be sound as it is 
apparent that in certain cases, treated 
as closed on the basis of prior practice, 
the taxpayer might suffer serious hard- 
ship and injustice. 

Section 507 clears up existing doubt 
with respect to the power of the Com- 
missioner in transferee proceedings for 
the purpose of determining the trans- 
ferees. The amendment authorizes the 
Commissioner or any officer or employee 
of the Bureau of Internal Revenue, in- 
cluding the field service, designated by 
him for that purpose, to examine books 
and records of the taxpayer, and he is 
further empowered to require the attend- 
ance of any person having knowledge in 
the premises and to take testimony and 
administer oaths. 

Section 508 amends Section 3192 of the 
Revised Statutes by permitting officers 
of the United States selling personal 
property which has been seized under 
distraint to purchase such property for 
the United States provided the bids made 
by others do not equal the declared mini- 
mum price established by the collector 
for the property. This procedure and 


practice had heretofore applied generally 
to realty and only certain kinds of per- 
sonal property. 

A new section, 509, relating to the 


discharge of liens, amending Section 
3186(c) of the Revised Statutes provides 
that the lien may be discharged upon 
payment of the difference between the 
value of the property sought to be re- 
leased and the amount of prior liens. 
Section 512 makes important adminis- 
trative changes in the Treasury legal 
organization inasmuch as it abolishes the 
offices of the General Counsel of the 
Bureau of Internal Revenue and Solicitor 
of the Treasury and creates a new de- 
partment of the Treasury to be known 
as the Offices of General Counsel for the 
Department of the Treasury. The head of 
this department will be known as the 
General Counsel and this official is to be 
appointed by the President by and with 
the consent of the Senate. This change 
is in the interest of improving depart- 
mental efficiency and the new rank con- 
ferred shows the increasing importance 
of tax laws in the national administration. 
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Section 516 amends Section 404 of 
the Revenue Act of 1924 by adding a 
new provision which dispenses with the 
necessity of substituting the name of the 
successor to the Commissioner of Inter- 
nal Revenue in proceedings pending after 
the date of the enactment of the Revenue 
Act of 1934 before any Appellate Court 
reviewing the action of the Board. 

Section 518 amending 3467 of the Re- 
vised Statutes limits a fiduciary’s per- 
sonal liability for taxes. ‘Where the 
fiduciary pays other claims before pay- 
ing debts due to the United States, his 
personal liability is limited to the extent 
of the payments so made to other per- 
sons. This amendment applies to pay- 
ments made after June 6th, 1932. 

Section 519 amends 1002 of the Rev- 
enue Act of 1926 with respect to venue for 
appeals to the Circuit Court of Appeals 
from decisions of the Board of Tax Ap- 
peals. It is provided that appeals from 
Board decisions rendered on or after the 
enactment of this Act shall be taken only 
to the Circuit in which is located the col- 
lector’s office in which the return was 
filed or, if no return was made, then to 
the Court of Appeals of the District of 
Columbia, but the privilege is accorded 
to change the venue to any Circuit Court 
of Appeals or the Court of Appeals of 
the District of Columbia, upon stipula- 
tion in writing by the Commissioner and 
the taxpayer. 


CONCLUSION 

It cannot be denied that the Federal 
Government is greatly in need of addi- 
tional revenues in order to balance its 
budget and to make adequate provision 
for the already huge and still rapidly 
mounting national debt. The concern of 
many who recognize the necessity for 
greater revenues is whether the new law 
will tend to achieve the desired end. After 
decades of arguments on the subject, 
economists still debate the wisdom from 
a fiscal point of view of high taxes. 

Among the arguments frequently 
heard against such high taxes is that they 
tend to defeat themselves. It is further 
argued that a tax which is extremely 
burdensome becomes odious and loses its 
sanction and tends to free the conscience 
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from any feeling of wrong doing, if the 
tax is defeated. 

It is a question whether the rates are 
so high that corresponding gains for suc- 
cessful fraud will be deemed to offset the 
penalties or risk involved, and there is 
the lurking danger that there may be a 
breakdown in tax administration leading 
to wide-spread deliberate evasion. 

It is further contended that there is a 
growing resentment and that taxpayers 
will refuse to subscribe to the doctrine 
that the major purpose of man is to pro- 
duce revenue for the tax collector or will 
subscribe to the-proposition that all activi- 
ties of life should be carried on under 
the shadow and control of the tax official. 
All of which arguments and more on the 
part of those opposed to high rates be- 
come crystallized in the conclusion on 
their part that the base of an income tax 
is too narrow to produce a stable and 
sufficiently high revenue to meet the de- 
mands placed upon such a tax. Rather it 
is asserted that a tax with a wider base 
must be found; for example, the sales tax. 

Still another aspect of this compli- 
cated problem is suggested in the pro- 
vocative and significant article by Hon- 
orable Mark Graves, Commissioner of 
Taxation and Finance of the State of New 
York, appearing in The United States 
News on May 7, 1934, entitled “State’s 
Rights In Taxation—Are They In Dan- 
ger?” The author calls attention to the 
inroads upon available sources of rev- 
enues constantly being made by the Fed- 
eral Government. The article opens with 
this observation: 

“Unless the Federal Government and 
Governments of the several States real- 
ize the imperative need for coordinat- 
ing all revenue systems, the next decade 
or two will witness chaos and disaster 
in State and local governments. 

“The Federal Government has con- 
sistently and persistently for the last 
fifteen or twenty years seized upon vir- 
tually every productive tax field and 
like a busy bee working on a flower, 
extracted all the honey.” 

The author discusses the various fields 
in which the Federal Government first 
took an uncertain position with very mod- 
est taxes; for example, the estate tax 
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field. He points out in such cases that 
always the rates have tended to increase 
once the Federal Government started its 
tax program. He questions at least the 
propriety of the Federal Government to 
invade certain tax fields, specifically in 
the case of death taxes where the right to 
transmit property at death, and the right 
to inherit are rights granted under State 
laws, and consequently the position of 
the State in this field should be superior 
to that of the Federal government. Ob- 
viously this concern will be felt by all 
whose activities, directly or indirectly, 
relate to State and local governments. 

It is hoped that there will be no reck- 
less race between the Federal and State 
Governments in the exercise of the tax 
powers. In one of its latest decisions, the 
United States Supreme Court indicated 
that confiscation is no barrier to the im- 
position or enforcement of a tax. In the 
case of A. Magnano Company vs. Hamil- 
ton, decided April 2, 1934, the Court 
said: 

“Nor may a tax within the lawful 
power of a state be judicially stricken 
down under the due process clause sim- 
ply because its enforcement may or 
will result in restrictive or even de- 
stroying particular occupation or busi- 
nesses.” 

This is a further extension of the famous 
pronouncement by the learned Chief Jus- 
tice Marshal that the power to tax was 
the power to destroy. 

With all that may be said against the 
present position of the Federal Govern- 
ment, it must be remembered that there 
is a matter involved here perhaps of more 
moment than that of the fiscal needs of 
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Federal and State Governments. The so- 
cial welfare of the people of this country 
is being more and more regarded as the 
chief concern of Government. The new 
law accords recognition to this trend and 
the corresponding necessity for the break- 
ing up of existing stores of concentrated 
wealth and the prevention of future large 
accumulations. 

The authors here express no opinion 
on the conflicting economic and social 
philosophy of the day. It is considered 
of importance, however, to call attention 
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to the underlying problems in order that 
we may better understand such differ- 
ences of opinion on the vital matters in 
our present day laws, particularly the 
new tax law. 

From the foregoing review of the Rev- 
enue Act of 1934 with its avowed drive 
on great wealth, it is clear that Congress 
no longer worships at the shrine of the 
golden calf but there are many who still 
believe that it is not so equally clear that 
Congress may not be killing the goose 
which lays the golden egg. 


APPENDIX 


The following tables are included through the courtesy of Commerce Clearing House, Inc., 
to whom the authors express their sincere appreciation. 


TAX-RATE COMPARISON TABLES 


INDIVIDUALS—NORMAL INCOME TAX 


Personal exemptions 


Family head or married 


Tax rates 
First $4,000 
Over $4,000 


1934 Act 
$1,000 
2,500 

Per Cent 


4 
4 


1932 Act 


INDIVIDUALS—COMPARATIVE TABLES OF SURTAXES 
Surtaxes Under 1932 Act 


Surtax on 
Brackets of highest 


net income Percent amount 


Firat $6,000..............none none 
$ 6,000 to$ 10,000 $ 40 
10,000 to 80 
12,000 to 140 
14,000 to 220 
16,000 to 320 
18,000 to 440 
20,000 to 600 
22,000 to 780 
24,000 to 980 
26,000 to 1,200 
28,000 to 1,440 
30,000 to 1,700 
82,000 to 2,300 
86,000 to 2,620 
88,000 to 2,960 
40,000 to 3,320 
42,000 to 3,700 
44,000 to 4,100 
46,000 to 4,520 
48,000 to 4,960 
50,000 to 5,420 
52,000 to 5,900 
54,000 to 6,400 
56,000 to 6,920 
58,000 to 7,460 
60,000 to 8,020 


Surtax on 
highest 
amount 

$ 8,600 

9,200 

9,820 
10,460 
11,120 
11,800 
12,500 
13,220 
13,960 
14,720 
15,500 
16,300 
17,120 
17,960 
18,820 
19,700 
20,600 
21,520 
22,460 
46,460 
70,960 

120,960 

171,960 

223,960 

356,460 

491,460 


Brackets of 
net income 


$62,000 to $ 64,000 
64,000 to 
66,000 to 
68,000 to 
70,000 to 
72,000 to 
74,000 to 
76,000 to 
78,000 to 
80,000 to 
82,000 to 
84,000 to 
86,000 to 
88,000 to 
90,000 to 
92,000 to 
94,000 to 
96,000 to 
98,000 to 

100,000 to 

150,000 to 

200,000 to 

300,000 to 

400,000 to 

500,000 to 

750,000 to 1,000,000 

Over $1,000,000 


Percent 


150,000 
200,000 
300,000 
400,000 
500,000 
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Surtaxes Under 1934 Act 


Brackets of net Surtax on 
income Brackets of net income highest 
Married! Single? Surtax net income’ Percent amount 


First $6,500 First $5,000 First $4,000 
$ 6,500 to$ 8,500 $ 56,000 to$ 7,000 $ 4,000to$ 6,000 
8,500 to 10,500 7,000 to 9,000 6,000 to 

10,500 to 12,500 9,000 to 11,000 8,000 to 

12,500 to 14,500 11,000 to 13,000 10,000 to 

14,500 to 16,500 13,000 to 15,000 12,000 to 

16,500 to 18,500 15,000 to 17,000 14,000 to 

18,500 to 20,500 17,000 to 19,000 16,000 to 

20,500 to 22,500 19,000 to 21,000 18,000 to 

22,500 to 24,500 21,000 to 23,000 20,000 to 

24,500 to 28,500 23,000 to 27,000 22,000 to 

28,500 to 34,500 27,000 to 33,000 26,000 to 

34,500 to 40,500 33,000 to 39,000 32,000 to 

40,500 to 46,500 39,000 to 45,000 38,000 to 

46,500 to 52,500 45,000 to 51,000 44,000 to 

52,500 to 58,500 51,000 to 57,000 50,000 to 

58,500 to 64,500 57,000 to 63,000 56,000 to 

64,500 to 70,500 63,000 to 69,000 62,000 to 

70,500 to 76,500 69,000 to 75,000 68,000 to 

76,500 to 82,500 75,000 to 81,000 74,000 to 

82,500 to 92,500 81,000 to 91,000 80,000 to 

92,500 to 102,500 91,000 to 101,000 90,000 to 100,000 
102,500 to 152,500 101,000 to 151,000 100,000to 150,000 
152,500 to 202,500 151,000 to 201,000 150,000to 200,000 
202,500 to 302,500 201,000 to 301,000 200,000 to 
302,500 to 402,500 301,000 to 401,000 300,000to 400,000 189,500 
402,500 to 502,500 401,000 to 501,000 400,000 to 500,000 245,500 


502,500 to 752,500 501,000 to 751,000 500,000 to 388,000 
752,500 to 1,002,500 751,000 to 1,001,000 750,000 to 1,000,000 533,000 
Over $1,002,500 Over $1,001,000 Over $1,000,000 


1Or head of family, no dependents. 2No dependents. 


3Surtax net income is the amount of net income in excess of the personal exemption and the credit for dependents. These 
credits were not allowed under the 1932 Act for surtax purposes. 


CORPORATIONS—INCOME TAX 


Tax rate, per cent 1932 Act 1934 Act 
Exemption 1334 1334 
Extra tax on consolidated returns none none 
Surtax on improper accumulations of 1%} 2%' 
surplus 50%? 25% on first 
$100,000 
35% on excess 
over $100,000.2 
Surtax on personal holding companies. . 30% on first 
$100,000; 
40% on excess 
over $100,000. 


iFor 1934 and 1935. But note change in 1934 Act. 
PP a tinge net income. See text of New Provisions, following, under heading ‘Income Tax: Improper Accumulation 
of Surplus.”’ 
°On undistributed adjusted net income. See text of New Provisions, following, under heading “Income Tax, Personal 
Holding Companies.” 
‘Only railroads are permitted to file consolidated returns under 1934 Act. See text of New.Provisions, “‘Income Tax: 
Consolidated Returns Privilege.” 





Net estate 
(before 
deducting 

exemption ) 


$ 100,000 
150,000 
200,000 
300,000 
500,000 
700,000 
900,000 

1,100,000 
1,600,000 
2,100,000 
2,600,000 
3,100,000 
3,600,000 
4,100,000 
5,600,000 
6,100,000 
7,100,000 
8,100,000 
9,100,000 
10,100,000 


TStcedte 1 


ESTATE TAXES 
ESTATE TAX RATES UNDER ACT OF 1926 


Net estate Rate 


(After deducting the $100,000 exemption) 


of tax 


Amount of tax 


100,000 

200,000 

400,000 

600,000 

800,000 
1,000,000 
1,500,000 
2,000,000 
2,500,000 
3,000,000 
3,500,000 
4,000,000 
5,000,000 
6,000,000 
7,000,000 
8,000,000 
9,000,000 


Over 10,000,000 


50,000 
100,000 
200,000 
400,000 
600,000 
800,000 

1,000,000 
1,500,000 
2,000,000 
2,500,000 
3,000,000 
3,500,000 
4,000,000 
5,000,000 
6,000,000 
7,000,000 
8,000,000 
9,000,000 
10,000,000 


On total 
On block estate 
Eas None 
1% 500 
50,000 2% 1,500 
100,000 3% 4,500 
200,000 4% 12,500 
200,000 5% 22,500 
200,000 6% 34,500 
200,000 1% 48,500 
500,000 8% 88,500 
500,000 9% 133,500 
500,000 10% 183,500 
500,000 11% 238,500 
500,000 12% 298,500 
500,000 13% 363,500 
1,000,000 14% 503,500 
1,000,000 15% 653,500 
1,000,000 16% 813,500 
1,000,000 17% 983,500 
1,000,000 18% 1,163,500 
1,000,000 19% 1,353,500 
Remainder 20% 


Block On block 


AGGREGATE ESTATE TAX RATES UNDER ACTS OF 1926 AND 1932 


Net estate 
(before 
deducting 
exemption) 
000 


Net estate 


(After deducting the $50,000 


exemption) 
Not over 


Block 
None 

$ 10,000 
10,000 
10,000 
10,000 
10,000 
20,000 
30,000 
50,000 
100,000 
200 ,000 
200,000 


Before and After Amendment 


1932 Act After Amendment 
by 1934 Act 
Amount of tax 


1932 Act Before Amendment 

Rate Amount of tax Rate 
of tax on total of tax 
On block estate 


On total 
On block estate 
None oe 
1% 100 
2% 
3% 
4% 


17,600 
49,600 
87,600 
131,600 
181,600 
321,600 
476,600 
646,600 
831,600 
1,031,600 
1,246,600 
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ILLUSTRATION—ESTATE TAX COMPUTATION UNDER 1926 AND 1932 
ACTS AS AMENDED BY THE 1934 ACT 


(1) Amount of estate 

(2) Tentative tax—1932 Act as amended 

(3) Total tax under 1926 Act 

(4) Net additional tax—1932 Act 

(5) Net 1926 tax—less 80% credit for state inherit- 
ance taxes 

(6) Total estate tax—net 1932 additional tax (4) 
plus net 1926 tax (5) 


Item 1 is the amount of the estate after deducting allow- 
able deductions but prior to allowance of the specific 
exemption. 

Item 2 (tentative tax—1932 Act as amended) is based on 
item 1 after deducting the $50,000 specific exemption 
allowed by the 1932 Act as amended. 

Item 3 (total tax under 1926 Act) is based on the net 
estate under item 1 after deducting the $100,000 exemption 
provided under the 1926 Act. 


$250,000 $1,250,000 
17,600 237,600 
3,000 60,500 
14,600 177,100 


600 12,100 


15,200 189,200 


Item 4 (net additional tax—1932 Act as amended) is 
found by deducting item 3 from item 2. 

Item 5 is the net 1926 tax less the 80% credit for state 
inheritance taxes. This assumes that the entire 80% credit 
is absorbed. (No credit for state taxes is allowed for the 
purpose of the computation under the 1932 Act.) 

Item 6 is the total present tax which consists of the net 
1932 additional tax (item 4) plus the net 1926 tax (item 5). 


GIFT TAX RATE SCHEDULE 


GIFT TAX RATES UNDER ACT OF 1932, AS AMENDED BY THE 
1934 ACT, AFTER APPLICATION OF EXEMPTIONS! 


Net gifts 
Not over Block 
—— 
10,000 $ 10,000 
20,000 10,000 
30,000 10,000 
40,000 10,000 
50,000 10,000 
70,000 20,000 
100,000 30,000 
200,000 100,000 
400,000 200,000 
600,000 200,000 
800,000 200,000 
1,000,000 200,000 


100,000 
200,000 
400,000 
600,000 
800,000 


Amount of tax 
On block On total gifts 


Rate of tax 
on dlock 


34% $ 75 $ 75 
14% 150 225 
i. 0 i 

oO 

834% 375 1,125 
5YU% 1,050 2,175 
634% 2,025 4,200 
9% 9,000 13,200 
12 % 24,000 37,200 
144% 28,500 65,700 
164% 33,000 98,700 
37,500 136,200 


1,000,000 
1,500,000 
2,000,000 
2,500,000 
3,000,000 
3,500,000 
4,000,000 
4,500,000 
5,000,000 
6,000,000 
7,000,000 
8,000,000 
9,000,000 
10,000,000 


1,500,000 
2,000,000 
2,500,000 
3,000,000 
3,500,000 
4,000,000 
4,500,000 
5,000,000 
6,000,000 
7,000,000 
8,000,000 
9,000,000 
10,000,000 


500,000 
500,000 
500,000 
500,000 
500,000 
500,000 
500,000 
500,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 


438144% 
45 % 


105,000 
116,250 
127,500 
138,750 
150,000 
161,250 
172,500 
180,000 
375,000 
390,000 
405,000 
420,000 
435,000 
450,000 


241,200 
357,450 
484,950 
623,700 
773,700 
934,950 
1,107,450 
1,287,450 
1,662,450 
2,052,450 
2,457,450 
2,877,450 
3,312,450 


1Rates under the 1932 Act before amendment by the 1934 Act were three-fourths as high as the estate tax rates under the 
1932 Act before amendment. The estate tax rates under the 1932 Act are reported in a table preceding. 
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Federal Reserve and 


Bank Law Service 


A complete reporter of Federal laws regu- 
lating the banking system of the United 
States. A thorough treatment of the 
Federal Reserve System from its begin- 
ing features the full text of the law, reg- 
ulations, complete annotations, personnel, 
discount rates and weekly statements. 
On account of its importance a separate 
Service division is devoted to the topic of 
Deposit Insurance. The National Bank Act 
is fully annotated with court decisions, 
rulings and comments; and all other Fed- 
eral bank laws, including the Banking 
Act of 1933, National Banking Emergency 
Relief Act, Currency Inflation Law, Home 
Owners’ Loan Act, etc., are conveniently 
grouped together in appropriately desig- 
nated Service divisions. Kept up to date 
by frequent reports of all new matters, 
the Service holds at your finger tipsinfor- 
mation on all Federal bank law problems, 
through the use of complete Indices, de- 
tailed Tables of Contents and Case Tables. 
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Crucial Test of “Recovery” 

The crucial test of the whole recovery 
program will come when the Federal Gov- 
ernment withdraws its support from the 
many millions of persons who have been 
wholly or partly dependent on it and the 
burden must be assumed by private busi- 
ness, states the Guaranty Trust Company 
of New York in the current issue of The 
Guaranty Survey. 

“The principal necessity of the situation,” 
the company states, “can be summarized in 
one word—confidence. There is an abun- 
dance of idle capital and labor seeking em- 
ployment; but capital and labor can unite 
productively only in the form of a business 
enterprise, and a business enterprise can 
be undertaken and operated with a reason- 
able expectation of surviving and prosper- 
ing only in an environment suited to its 
needs. To furnish such a background is the 
present task of the Government—for, in the 
final analysis, business must be placed in 
a position to generate its own recovery, if 
prosperity is to be restored and sustained. 
Lasting recovery can be achieved only on 
the solid foundation of the earning power 
of capital and the productive capacity of 
labor, not through government spending.” 
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Inflation Inevitable, Says Young 


“Continued inflation for the United States 
is inevitable,” said C. Willard Young, presi- 
dent, C. W. Young & Co., of New York, 
investment managers, in the course of an 
address before the National Association of 
Mutual Savings Banks. 

The soundest investment for savings 
banks under present circumstances, he be- 
lieves, are as follows: 

“It is recommended that foreclosed real 
estate should be held as this is a good hedge 
against inflation, unless the properties are 
in such locations that increasing taxes will 
be over-burdensome. 

“It is recommended that second grade 
bonds or bonds which once were first grade 
and now have become second grade, should be 
held in extraordinary individual cases where 
receivership is indicated by a careful study. 

“The highest grade corporation bonds 
selling at a premium should be switched 
into government issues because these issues 
are selling on a yield basis much lower than 
we have had for 30 to 35 years, and the 
market prices for these issues probably will 
be depressed as inflation develops and a gen- 
eral transfer of funds takes place from 
these issues into properties, commodities 
and expatriated dollars. 

“The short term bonds of the United 
States Government on which amortized 
yields are low still are undoubtedly a sound 
investment in terms of dollars. The longer 
term bonds may be depressed, as just men- 
tioned. 

“As far as the investment of new funds 
is concerned, it probably would be safest 
to invest in the short term United States 
issues so that in this way banks may be 
prepared for some withdrawals during the 
inflationary period, and also be prepared to 
take advantage of the lower prices in longer 
term issues during the fall and the winter.” 


A. T. & T. Stockholding Survey 


A recent analysis of stockholders of the 
American Telephone & Telegraph Company 
discloses that housewives comprise 31% of 
the total number, women in all occupational 
classes constituting 56% of holders. 

Some 20,000 trustees, executors and other 
fiduciaries are registered stockholders, with 
average holdings of 74 shares, more than 
$200,000,000 par value of stock being held in 
fiduciary capacity. It is further stated in the 
analysis made by assistant treasurer Van 
Cise, that no individual holds as much as 
one-fifth of one per cent. of outstanding 
stock. 
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CHANGES IN BANKING AND TRUST FIELD 


Items to appear under this heading in the next issue should reach us on or before June 12. 





ALABAMA 

J. H. Williams, formerly deputy state 
superintendent of banks, has succeeded H. H. 
Montgomery as head of the Alabama state 
banking department. Mr. Williams joined 
the department in 1929 after ten years’ 
banking experience. 


ARIZONA 

H. J. Coerver is the new president of the 
Phoenix National Bank and the affiliated 
Phoenix Savings Bank & Trust Company of 
Phoenix. Formerly executive vice-president, 
he succeeds the late L. H. Chalmers. 


ARKANSAS 

Miller County Bank & Trust Company, 
Texarkana, is now operating without re- 
strictions. 

Citizens Bank & Trust Company, Cam- 
den, has nationalized as Citizens National 
Bank of Camden. 


CALIFORNIA 

Mel N. Wilson has become president of 
the United States National Bank, San Diego, 
according to announcement of C. A. Smith, 
chairman of the board. Mr. Wilson, vice- 
president since 1929, succeeds James R. 
Russell, whose ill health necessitated resig- 
nation. 

First National Bank: and affiliated First 
Trust & Savings Bank of Pasadena have 
been merged under the latter title. J. S. 
MacDonnell continues president of the new 
bank, which has become a member of the 
Federal Reserve System. 

The Pasadena National Bank, with its 
three branches, has reopened under the 
presidency of William T. Nolting. E. F. 
Nolting is executive vice-president of the 
reorganized bank and McClellan Reed, vice- 
president. 

A. I. Mellenthin is president of the First 
National Bank, Santa Ana, which opened 
recently. A. J. Cruickshank is chairman, 
W. B. Williams, vice-president, cashier and 
secretary, and George S. Briggs and E. B. 
Sprague, vice-presidents. Charles L. Prit- 
chard has been elected trust officer and 
Homer C. Chaney, assistant trust officer. 

Burke H. Critchfield, federal agricultural 
expert, has joined the Bank of America, 
N. T. & S. A: as a vice-president at San 
Francisco. 


General Pasqual Ortiz Rubio, formerly 
president of Mexico and now a resident of 
San Diego, has been appointed to the ad- 
visory board of the San Diego main office of 
the Bank of America. 

Harry M. Gentry, trust officer at Santa 
Barbara, has been transferred to the head- 
office of the Security-First National Bank 
at Los Angeles. 

Jess C. Litwiller, formerly with the Citi- 
zens National Bank of Claremont, has joined 
the trust department of the First National 
Bank of Pomona. 

The Crocker First National Bank, recent 
consolidation of the Crocker First National 
and the Crocker First Federal Trust Com- 
pany of San Francisco, has been granted full 
trust powers. 

Mark Skinner has been elected executive 
vice-president of the California First Na- 
tional Bank of Long Beach. 


CONNECTICUT 


The Danielson Trust Company has been 
purchased by the Windham County National 
Bank, Danielson, according to Nathan D. 
Prince, president of the bank. Frederick A. 
Powdrell, president of the Danielson Trust 
Company, will be chairman of the board of 
the merged institution. The Killingly Trust 
Company, engaged solely in fiduciary work, 
will also be absorbed by the bank. 


DISTRICT OF COLUMBIA 


H. Prescott Gatley has succeeded to the 
presidency of the National Savings & Trust 
Company, Washington, D. C., William D. 
Hoover, president since 1909, becoming 
chairman of the board. Mr. Gatley had been 
general counsel for the bank for many years. 
Bruce Baird, member of the District of Co- 
lumbia Bar, has been advanced to the posi- 
tion of trust officer. 


ILLINOIS 


Arrangements for segregation of security 
affiliates have been completed by Chicago 
banks. Both the Continental-Illinois Na- 
tional Bank & Trust Company and the Har- 
ris Trust & Savings Bank have paid initial 
liquidating dividends from assets of their 
affiliates. Separate stock certificates have 
been issued by the First National Bank for 
the First-Chicago Corp. 
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The Northern Trust Company, Chicago, 
announces the following promotions: Harry 
M. Gustafson, second vice-president, also 
becomes an assistant secretary, and Irving 
B. Phillips has been appointed a second vice- 
president; both being transferred to the 
trust department. 

First National Bank of Chicago announces 
official changes as follows: Emerson R. 
Lewis, personal trust officer, has been made 
secretary in the trust department; Melvin 
H. Theis and Carl E. Schiffner have been 
made assistant vice-presidents. 

Hiland B. Noyes has resigned as cashier 
of the City National Bank & Trust Company, 
Chicago, being succeeded by Wilfred L. 
Burgess as vice-president and cashier. Mr. 
Noyes has entered the public accounting firm 
of Noyes, Costello & Co. 

Karl H. Velde, formerly assistant trust 
officer, has been elected trust officer of the 
Chicago Title & Trust Company. 

G. Adolph Peterson has been elected vice- 
president of the Swedish-American National 
Bank, Rockford, and is succeeded as cashier 
by Leonard B. Achor. 

First National Bank at East St. Louis, II1., 
has been chartered to succeed the First Na- 
tional Bank in East St. Louis. A. G. Elam 
is president. 


INDIANA 

Johnson County National Bank opened re- 
cently at Franklin to replace the Citizens 
National and Whiteland National banks. Dr. 
J. T. Middleton is president. 

Samuel P. Good has been elected president 
of the First National Bank in Marion. 

William P. Murray has been elected vice- 
president and cashier of the Mercantile 
Bank at Hammond. He was formerly assis- 
tant cashier of the Mercantile Bank at Jones- 
boro, Ark. 

First National Bank in Wabash has been 
granted full trust powers. 


IOWA 


Guaranty Bank & Trust Company has 
opened in Cedar Rapids and has made avail- 
able $1,500,000 of deposits of the closed 
Cedar Rapids Savings Bank and the Ameri- 
can Trust & Savings Bank. 


KENTUCKY 


Ira J. Porter, treasurer of the Louisville 
Trust Company, Louisville, has been made 
vice-president and treasurer. 

The Bank of Guthrie has been merged 
with the Elkton Bank & Trust Company, and 
will be operated as a branch unit of the 
Elkton bank. 
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Kenneth H. Tuggle has been made chair- 
man of the board of the Union National 
Bank, Barbourville. 

C. M. Gullion has been elected president 
of the Sparta State Bank, Sparta. 

Dillman A. Rash has joined the trust de- 
partment of the Louisville Trust Company, 
Louisville. 


MASSACHUSETTS 

Edward M. Hallett was recently appointed 
an assistant vice-president of the State 
Street Trust Company, Boston, following 
specialization in trust development work. 

Charles N. Winship, vice-president and di- 
rector of the Wakefield Trust Company, 
Wakefield, has been chosen president of the 
company to succeed the late Junius Beebe. 

The Canton Trust Company, Canton, and 
the Stoughton Trust Company, ‘Stoughton, 
have been admitted to membership in the 
Federal Reserve system. 

Frederick S. Millett, assistant treasurer 
of the State Street Trust Company of Bos- 
ton, died this month at the age of 58. 

First National Bank of Revere has re- 
opened with William T. Halliday, former 
president of the Newton Trust Company, as 
president of the bank. 

Under the plan adopted this month, the 
First Boston Corporation is being divorced 
from the affiliated First National Bank by 
offering rights to subscribe to 222,500 shares 
of the corporation’s stock to stockholders of 
the First National Bank, 222,000 shares to 
stockholders of the Chase Corporation of 
New York, and the balance of 55,500 shares 
to personnel of both the First Boston Cor- 
poration and the Chase-Harris Forbes 
group. Management includes officials of both 
interests, Col. Allen M. Pope being presi- 
dent. It is understood that the corporation’s 
22 offices in various parts of the country 
will be continued. 

Dr. Stephen A. Mahoney, Jr., has been 
elected president of the Park National Bank 
of Holyoke. 

L. Sumner Pruyne, formerly in charge of 
investment supervision for the First of 
Boston Corp., has been appointed assistant 
vice-president of the First National Bank of 
Boston. 


MICHIGAN 


Directors of the Detroit Trust Company 
announce the appointment of Oscar L. Buhr 
as a vice-president and of Alfred B. Con- 
nable, Jr., and Noble D. Travis as assistant 
secretaries. 

Old-Merchants National Bank & Trust 
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Company of Battle Creek is scheduled to re- 
open this month under the title of Security 
National Bank. George C. McKay has been 
chosen chairman of the board, Lonn J. 
Karcher, president, and Waldo I. Stoddard 
of Ogden, Utah, vice-president. 

The Kalamazoo Clearing House Associa- 
tion has been organized with Charles S. 
Campbell, president of the First National 
Bank there, as president. 

Col. James L. Walsh has resigned as vice- 
president of the National Bank of Detroit 
to organize a marketing counsel firm in New 
York City. 

MISSISSIPPI 

R. C. King, cashier of the Bank of Com- 
merce at Greenwood, has been elected presi- 
dent of the bank to succeed the late T. R. 
Henderson. 


MISSOURI 

South Side National Bank in St. Louis, 
recently organized with capital of $700,000, 
has opened to succeed the old South Side 
National Bank and will release about 70 
per cent. of restricted deposits. Frank J. 
Wiget is president, Carl W. Sydow, formerly 
with the Mississippi Valley Trust Company, 
is vice-president and W. R. Schery, trust 
officer. 

Joseph E. Garm has succeeded A. H. 
Waite as president of the Joplin National 
Bank & Trust Company, Joplin, F. P. Gilt- 
ner becoming senior vice-president and 
cashier in his place. A. E. Spencer, Sr., is 
chairman of the board. 

After serving as special assistant to the 
Secretary of the Treasury since November 
27, 1933, as advisor on banking problems, 
Tom K. Smith, president of the Boatmen’s 
National Bank of St. Louis, has resigned 
this position to resume urgent responsi- 
bilities in St. Louis. In accepting his resig- 
nation, Secretary of the Treasury Morgen- 
thau stated, “Not only am I personally 
deeply grateful to him, but I feel that he 
deserves public recognition of able services 
to the Nation.” 

Carroll County Trust Company of Carroll- 
ton has taken over the business of The 
Banking House of Wolcoxson & Co. 
MONTANA 

Joe F. Ringland has been elected vice- 
president of the Great Falls National Bank, 
Great Falls. Mr. Ringland was formerly 
assistant cashier of the United States Na- 
tional Bank at Omaha, Neb. 

Harold Hoover, local attorney, has been 
elected president of the First National Bank 
of Great Falls to succeed Samuel Stephen- 
son. 


NEW HAMPSHIRE 

Claremont National Bank, Claremont, 
has recently been granted limited trust 
powers. 


NEW JERSEY 

Citizens National Bank of Collingswood 
has been authorized to exercise full trust 
powers. 

Clinton Trust Company, Newark, has re- 
opened under the presidency of Thomas L. 
Crooks, formerly with the Franklin-Wash- 
ington Trust Company of Newark. Charles 
Bauer retains his position as vice-president 
and trust officer, and W. C. Goodenoot, for- 
mer special deputy commissioner of bank- 
ing, and Charles W. Fletcher have been 
chosen as vice-presidents. 

Peoples Bank & Trust Company has re- 
opened in Passaic with depositors consent- 
ing to take 30 per cent. in cash and 70 per 
cent. in preferred stock. 

Thomas F. Gavin, formerly with the 


Irving Trust Company of New York, has , 


been elected trust officer and treasurer of 
the Irvington Trust Company, Irvington. 

First National Bank & Trust Company 
of Ridgewood and Citizens National Bank 
have merged under the title Citizens First 
National Bank & Trust Company with com- 
bined capital of $700,000, including $400,000 
of preferred stock. 

Walter M. Vandeusen, formerly president 
of the New Jersey Bankers Association, has 
been appointed deputy to State Finance 
Commissioner John Colt. 


NEW YORK 

Chase National Bank announces that 
Horace F. Poor, formerly vice-president in 
charge of the trust new business division at 
head office has been appointed vice-president 
in charge of the Park Avenue branch, suc- 
ceeding Vernon P. Baker. Russell S. Racey, 
assistant cashier, succeeds Mr. Poor in 
charge of trust new business work. 

Agreement has been completed for the 
purchase by the Haitian government of the 
Banque Nationale d’Haiti, which has been 
conducted as a branch of the National City 
Bank of New York. 

Guaranty Trust Company of New York 
announces the promotion of Herbert W. Bell 
and Edgar Lockwood, both formerly second 
vice-presidents, to vice-presidencies at the 
Fifth Avenue office. ; 

Allen W. Ames has been appointed an as- 
sistant vice-president of the Marine Mid- 
land Trust Company, New York City. 

Dudley H. Mills has been elected president 
of the Discount Corporation of New York, 
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ARTHUR J. MORRIS 


Who has been elected President of the Fulton Trust 
Company of New York. 


succeeding Ernest C. Wagner, now chair- 
man. 

George D. Buckley, vice-president in 
charge of advertising at the National City 
Bank of New York, has been appointed a 
special assistant to Gen. Hugh Johnson in 
the N.R.A. 

Agreement has been reached whereby the 
First Boston Corporation of Boston, Mass., 
acquires right to the name and good-will 
of the Harris-Forbes investment interests. 
Chandler P. Anderson, Jr., has been elected 
president of Chase Corporation and will as- 
sist in the transfer of this business to the 
First Boston and liquidation of the Chase 
Corp. 

Arthur J. Morris, whose career in trust 
work started in 1900 with the Real Estate 
Trust Company, subsequently the Fulton 
Trust Company, has been elected president 
of the Fulton Trust Company of New York 
to succeed Edmund P. Rogers. Mr. Morris 
first served in the bookkeeping, tellers and 
loan divisions, being named assistant secre- 
tary in 1915. Six years later he was elected 
a director and became vice-president in 
1923. Mr. Rogers becomes chairman of the 
executive committee, a newly created office. 
Frederic Foster de Rham was chosen to 
succeed Mr. Morris as vice-president and 


trust officer. Lewis Spencer Morris con- 
tinues as chairman of the board. Mr. de 
Rham has recently been associated with the 
Commercial Investment Trust Corp. and 
comes to his new office with wide experience 
in the management of estates as a lawyer 
and trustee. 

Farmers National Bank & Trust Com- 
pany, Rome, announces the following promo- 
tions: G. G. Clarabut, from president to 
chairman of the board; Carl H. Simon, from 
vice-president to president, and C. W. Wil- 
liamson from assistant vice-president and 
trust officer to vice-president and trust 
officer. 

Robert W. Brown, formerly with the First 
National Bank of Painted Post, has joined 
the. Ticonderoga National Bank at Ticon- 
deroga as executive vice-president. 

National Bank of Middletown, Middle- 
town, has been granted full trust powers. 


NORTH CAROLINA 

W. B. Beaver has been appointed vice- 
president of the Cabarrus Bank & Trust 
Company, Concord, in charge of the Albe- 
marle branch. 

James A. Gray, newly elected president 
of the R. J. Reynolds Tobacco Co. is a for- 
mer vice-president of the Wachovia Bank & 
Trust Company, having started his business 
training with that company. 

W. L. Marshall, vice-president and trust 
officer of the First National Bank at Wades- 
boro, has been elected president. 

First National Bank of Winston-Salem 
opened this month with C. M. Norfleet as 
president, taking over assets of closed 
Farmers National Bank & Trust Company 
and paying depositors 100% of old balances 
with 6% interest. 


OHIO 


The plan whereby the Citizens Trust Com- 
pany of Toledo will take over principal as- 
sets of the closed Ohio Savings Bank & 
Trust Company as the Ohio Citizens Trust 
Company has been approved by the state 
superintendent of banks. 

The Citizens Trust Company was recently 
appointed successor trustee to funds of the 
Toledo Foundation. 

Dollar Savings Bank & Trust Company 
and City Trust & Savings Bank of Youngs- 
town, with release of all restrictions against 
deposits, have resumed normal operations. 

A. E. Taylor has been elected chairman 
and A. J. Robinson, president, of the Elyria 
Savings & Trust Company, Elyria. Other 
officers appointed include: N. S. Fitch and 
H. C. Harris, vice-presidents; H. H. Nye, 
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trust officer, and A. F. Beesing, assistant 
trust officer. 

All restrictions have been lifted on de- 
posits of the Union Savings Bank & Trust 
Company, Steubenville. 

R. C. Kirk has been chosen president of 
the Peoples National Bank of Steubenville. 

E. A. Dunbar has succeeded the late H. 
M. Kunkle as president of the Farmers 
National Bank & Trust Company, Ashta- 
bula. 

Limited trust powers have been granted 
to the First National Bank in Massillon. 

W. F. Kyle, assistant vice-president of the 
Cleveland Trust Co., celebrated his fiftieth 
anniversary of continuous service in the 
banking profession May 15. Mr. Kyle began 
his banking career as a messenger with the 
Merchants National Bank, Cleveland, May 
15, 1884. In 1901 he joined the Caxton Sav- 
ings and Banking Co., and in May, 1904, 
entered the service of the Cleveland Trust 
Co. He is a director of the Ohio Farmers’ 
Insurance Co. and Ohio Farmers’ Indem- 
nity Co. of LeRoy, Ohio, a member of the 
Cleveland Chamber of Commerce, Cleveland 
Athletic Club, and Past High Priest of the 
McKinley Chapter, Royal Arch Masons. 
Active in the affairs of the Ohio Bankers 
Association, Mr. Kyle is a member of its 
Council of Administration, and is chairman 


W. F. KYLE 
Assistant Vice-President, The Cleveland Trust Co. 
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of Group Nine, which includes all of the 
banks in northeastern Ohio. He recently 
completed a 142-page book entitled, “The 
Banks of Cleveland, 1884-1934,” a statistical 
study of the banks of the city during the 
past half century. 


OREGON 


The Security Savings & Trust Company, 
affiliate of the First National Bank, Port- 
land, has been merged with the latter insti- 
tution. Capital structure of the First Na- 
tional has been increased by $1,000,000, sur- 
plus and profits now being $2,250,000 and 
capital remaining at $2,500,000. E. B. Mc- 
Naughton was president of both banks. 

C. M. Howard of Sheridan has succeeded 
Fred Callister as manager of Albany branch 
of the First National Bank of Portland. 


PENNSYLVANIA 


C. S. Newhall, formerly executive vice- 
president of The Pennsylvania Company for 
Insurance on Lives and Granting Annuities, | 
Philadelphia, has been elected president. He 
succeeds C. S. W. Packard, who was elected 
chairman of the board, and who, at his own 
request, retires as president of the company 
upon completion of 35 years of service, hav- 
ing been elected to that office in 1899. Wm. 


Cc. S. NEWHALL 


Who succeeds C. S. W. Packard as President of The 
Pennsylvania Company for Insurances on Lives and 
Granting Annuities, Philadelphia. 
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WM. FULTON KURTZ 
Who succeeds C. S. Newhall as executive Vice- 
President of The Pennsylvania Company for Insur- 
ances on Lives and Granting Annuities, Philadelphia. 


Fulton Kurts, vice-president, succeeds Mr.. 


Newhall as executive vice-president. 

Gerald P. Effing, recently a deputy to state 
Secretary of Banking Gordon, has been 
elected president of the newly organized 
Farmers Bank & Trust Company of Lan- 
caster. Other officers are: W. J. Neuhauser, 
vice-president; F. J. Sekinger, trust officer; 
Geo. S. Kuez, treasurer, and J. C. Jackson, 
secretary. 

Northern Bank & Trust Company has 
opened at Lancaster as successor to the 
Northern Trust & Savings Company with 
Harold Adams as president. 

First National Bank, Indiana, has reor- 
ganized and opened with Edward B. Ben- 
nett, state senator, as president. 

Blair C. Seeds has been elected vice-presi- 
dent of the National Bank of Williamsburg 
to succeed E. H. Schwab. 

Berwick Savings & Trust Company, Ber- 
wick, announces election of George W. Hill 
as president, J. W. Sitler succeeding him as 
vice-president, and Ario H. Everett, assis- 
tant treasurer, to additional post of trust 
officer. 

Norman P. Mortenson has been elected to 


the newly created position of trust officer of 
the Beaver County Trust Company, New 
Brighton. 

Walter A. Keeny has been appointed trust 
officer at the First National Bank in Gettys- 
burg. 

T. W. Friend is president of the First 
National Bank in McKees Rocks, which suc- 
ceeds the former First National Bank. 

Kingston National Bank, Kingston, has 
been granted full trust powers. 


TENNESSEE 


American National Bank, Nashville, has 
purchased, with the consent of the Comp- 
troller of the Currency, the Old Hickory 
branch of the Nashville Trust Company, 
and will operate it as a branch. 

Ira C. Denton has been promoted to as- 
sistant trust officer of the First National 
Bank of Memphis. 

John L. Wilson has been elected a vice- 
president of the Park National Bank of 
Knoxville. 

First National Bank, Petersburg, has 
purchased the assets of the Citizens Bank 
of Petersburg. 


VIRGINIA 


William H. Metzger, formerly assistant 
cashier, has been promoted to assistant 
vice-president of the Central National 
Bank of Richmond. 

J. D. Owen, vice-president and cashier of 
the First National Bank of Lynchburg, has 
been elected vice-president and trust officer. 


WISCONSIN 


Union National Bank has been chartered 
at Superior, under presidency of Joel S. 
Gates, to replace the United States National 
Bank. 


CANADA 


Premier Trust Company, with head offices 
in Toronto, announces the following ap- 
pointments: J. S. Haxton as manager of the 
estates department, G. E. Buchanan as 
manager of the Toronto office, C. S. Rosser 
as manager of the real estate department 
and G. W. Grady as manager of the business 
department. Mr. Haxton has for many years 
been connected with the Imperial Trusts 
Company which was recently merged with 
the Premier Trust Company. 

The Trusts & Guarantee Company, To- 
ronto, announces the appointment of A. B. 
Horny as acting manager of the Winnipeg 
branch of the company. 
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Reassurance from Lilienthal 


That the Tennessee Valley Authority is 
committed to a policy of protection and fair 
play for the investor was emphasized by 
David E. Lilienthal, director and general 
counsel, Tennessee Valley Authority, in an 
address before the National Association of 
Mutual Savings Banks. 

“The Authority,” he said, “is authorized 
to compete with existing utilities, and for 
this purpose is expressly empowered to erect 
duplicate facilities. But no competing facili- 
ties have been constructed, and I am author- 
ized to say that under its present board none 
will be constructed until every reasonable 
alternative has been exhausted. 

“To avoid duplication of facilities, to 
avoid territorial competition, to buy prop- 
erty at fair prices, are cardinal policies of 
the Tennessee Valley Authority. Our ad- 
herence to these policies should reassure 
you of the Authority’s determination to 
respect prudent investment in useful prop- 
erty. 

“Public policy and business policy point 
to the utility industry as the principal re- 
pository of the conservatively invested 
funds of the country. The industry has all 
the characteristics which should commend 
it to the conservative investor. It is public 
in its nature, even enjoying the power which 
only the sovereign state enjoys—the power 
of condemnation. It has stability. In spite 
of the financial mayhem committed upon 
it, its earnings record through the depres- 
sion is remarkable. It furnishes an essential 
commodity. It enjoys almost complete pro- 
tection against territorial competition. It is 
a matter of national importance that an 
industry so intimately related to the public 
welfare should be so operated as to make it 
a safe repository for the funds of great in- 
stitutions, such as your mutual savings 
banks. 

“We have been given a national power 
policy to execute in the Tennessee Valley. 
Under it prudent investment in useful prop- 
erty will not only be respected but protected. 
We believe that this limited operation of a 
public power system will set up a prece- 
dent of trusteeship which will have a sound 
effect upon the financial policies of private 
utilities and will work to the advantage of 
the institutional investor in this great in- 
dustry.” 


Samuel Ferguson Confident 


Good underlying utility bonds are as safe 
today as they ever were, was the statement 
made to mutual savings bankers of the na- 


Nothing to Sell but Service 


Sate Deposit 
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CTIVE exclusively in the 
management of trust es- 
tates since it received its first 
trust in 1876, this Company 
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in every trust capacity. 


J. J. NELLIGAN, 
Chairman 
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President 


tion by Samuel Ferguson, president of the 
Hartford Electric Light Company. He laid 
public criticism of utilities to the methods 
of certain holding companies, but said it 
was by no means fair to classify all holding 
companies on the same basis. 

“The only very black cloud on the hori- 
zon,” he said, “is the hindrance to progress 
in the big additions to the utility tax burden, 
which are increased almost monthly by 
Federal, state and municipal authorities. 
And even this cloud has a silver lining in 
the thought, which even our representatives 
in national and state legislatures eventually 
must see: From whence will come the funds 
that they now spend with such lavish hand 
if they ‘kill the goose that lays the golden 
egg?’ ” 


Education For Banking 


“Education for business and banking” 
was discussed at length by Benjamin M. 
Anderson, Jr., economist of The Chase Na- 
tional Bank, New York, in an address de- 
livered at the annual alumni dinner of the 
School of Business, Columbia University. 

The address appears in The Chase Eco- 
nomic Bulletin, volume XLV, Number 1, 
which is available to most readers of 
TRUST Companies Magazine. 
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‘Financial Advertisers Elect 


J. K. Waibel, advertising counsel of the 
Continental Illinois National Bank & Trust 
Company, was elected president of the Chi- 
cago Financial Advertisers at their annual 
meeting, succeeding Chester L. Price, adver- 
tising manager of the City National Bank & 
Trust Company. 

Other members elected were Paul P. Pul- 
len, Chicago Title & Trust Company, vice- 
president; Ruth H. Gates, State Bank & 
Trust Company of Evanston, secretary, and 
Ray Bauder, Bauder-Baker Co., treasurer. 
J. Mills Easton, The Northern Trust Com- 
pany; Charles S. Frye, Chester L. Price, City 
National Bank and Trust Company, and 
Rufus Jeffris, Harris Trust and Savings 
Bank, were elected to the board of directors. 





Chicago Chapter, A. I. B. 


Harry G. Duntemann has been elected 
president of Chicago Chapter of the Ameri- 
can Institute of Banking. Mr. Duntemann 
has been connected with the organization for 
twenty-one years, and is a member of the 
advertising staff of The First National Bank 
of Chicago. 





Other officers elected were: R. D. Beckett, 
City National Bank, vice-president; Carsten 
E. Ronning, Continental Illinois National 
Bank, treasurer. 

Six directors were elected for a two year 
term: Edward Bernard, Northern Trust Com- 
pany; J. H. Klug, American National Bank; 
Lewis Levey, Federal Reserve Bank; John H. 
McDonough, Harris Trust & Savings Bank; 
R. Kenneth Newhall, First National Bank; 
Harry Pavis, National Security Bank. 

The Chicago chapter has a membership of 
2,800, and recently opened new quarters in 
the Bankers building. 


Committee on Taxation 


The Committee of Banking Institutions 
on Taxation, which consists of national and 
state banks, trust companies, and private 
banking institutions, held its sixteenth an- 
nual meeting at the Hotel Astor on May 10. 

Stephen L. Jenkinson of the Chemical 
Bank and Trust Company, was elected 
Chairman, Edward J. O’Connor of the Guar- 
anty Trust Company of New York, Vice- 
Chairman, and P. J. McGough of the Manu- 
facturers Trust Company, Secretary. Edwin 
T. Ward of the Bank of Montreal, John L. 
Kuhn of the Bankers Trust Company, 
Thomas L. Pryor of the Brooklyn Trust 
Company, and Franklin E. Lott of the 
Fidelity Union Trust Company, Newark, 
New Jersey, were elected members of the 
Executive Committee. 

The objects of this organization are to 
cooperate in assisting in the administration 
of tax laws, to disseminate among its mem- 
bers information pertaining thereto and to 
act as a clearing house for communications 
from Federal and State tax authorities. 


Unselfishness and Cooperation 

“Unselfishness, proper motives and the 
cooperative spirit”? was the keynote of the 
welcoming address delivered by Henry R. 
Kinsey, president of the Savings Banks 
Association of the State of New York, be- 
fore the annual convention of the National 
Association of Mutual Savings Banks, at 
New York, May 16. 

Frequent meetings and the free exchange 
of ideas were recommended by Mr. Kinsey 
as the best way for bankers to keep alert. 
“Not one of us is sufficiently smart to dis- 
cover, interpret and crystallize by himself 
all of the things that are developing,” he 
said. “It is far better and far safer to rely 
upon a meeting of minds and the develop- 
ment not only of constructive discussion, but 
of an inter-reliance upon one another.” 
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Foundations of Progress 


A strong plea for adherence to sound 
principles in government was voiced by 
Philip A. Benson, president of the Dime 
Savings Bank of Brooklyn, in his address 
as president of the National Association of 
Mutual Savings Banks, May 18. 

“Thrift, savings, the creation of wealth, 
its ownership, in fact, all of the social and 
economic progress of the nation,” Mr. Ben- 
son said, “have been upbuilt under the pro- 
tection of the Federal Constitution. To 
undermine the foundations which we have 
built, to destroy much of what has been 
accomplished during a period of years, to 
arrest the progress of human enterprise 
for the purpose of correcting the evils that 
have crept into our economic system is, to 
my mind, wrong and dangerous.” 


Government Home Financing 


A warning against large governmental 
expenditures for housing that may dupli- 
cate existing facilities was sounded before 
the convention of the National Association 
of Mutual Savings Banks by Willard W. 
Miller, president of the Bloomfield (N. J.) 
Savings Institution. 

“Financing for the construction of new 
homes by any form of government guar- 
antee or other Federal channels,” Mr. Mil- 
ler said, “would further retard the return 
of a normal real estate market.” 


Municipal Defaults 


The report of the Committee on Munic- 
ipals and Governments, submitted to the 
National Association of Mutual Savings 
Banks by Fred F. Lawrence, treasurer of 
the Maine Savings Bank, Portland, con- 
tained the following statement: 

“We are credibly informed that at the 
close of 1932 one state, 26 cities with a 
population of 30,000 or more, 28 school dis- 
tricts in the same population group, and 87 
counties had obligations which were in de- 
fault, while the total as of December 1, 
1938, included 303 counties, 644 cities and 
towns, 300 school districts, and 60 other 
districts. In all, more than 1,300 govern- 
ment units—some place the figure as high 
as 1,800 to 2,000—owed a total of payments 
in default approximating $200,000,000. Out 
of some $18,000,000,000 of municipal issues 
outstanding it has been estimated that at 
least $1,000,000,000 are in default.” 


Corporate Fiduciary Named 


The Chase National Bank of New York 
was appointed as co-executor and trustee 
under the will of Henry W. Cannon, Comp- 
troller of the Currency under President 
Arthur, who died recently at the age of 83. 

Mr. Cannon’s distinguished financial ca- 
reer began in Delhi, N. Y., with the First 
National Bank. He became a vice-president 
of the National Bank of the Republic in 
Chicago and later president of the Chase 
National Bank of New York, where he suc- 
ceeded John Thompson, the bank’s founder. 
He was chairman of the board of the Chase 
from 1904 to 1911 and at one time president 
of the New York Clearing House. 

Included in the specific bequests were 5,750 
shares of Chase National Bank stock; his 
sons receiving life estates in the residuary 
trust created for his wife. Dartmouth Col- 
lege is named as contingent beneficiary 
should the surviving son die without issue. 


Florida Municipal Bondholders 


The Florida Municipal Bondholders’ Pro- 
tective Committee, composed of John S. Har- 
ris, Chairman, Toledo, Ohio; B. J. Van Ingen, 
Vice-Chairman, New York City; T. V. Buck- 
walter, Canton, Ohio; A. S. Huyck, Chicago, 
Illinois; E. J. Marshall, Toledo, Ohio, and 
J. J. Shambaugh, Des Moines, Iowa, an- 
nounces partial distributions to its Deposi- 
tors of bonds of the following Florida Cities 
and Towns: Clearwater, Frostproof, Mel- 
bourne, Palatka, Panama City, Perry and 
Sarasota. Heretofore partial distributions 
have been made to Depositors of Lake Wales, 
Lakeland and Sarasota bonds. 

It also announces the discontinuance of its 
New York City office and that the office of 
its Secretary, Harry A. Dunn, is located in 
Room 406, Hildebrandt Building, in Jackson- 
ville, Florida. 


Chamber of Commerce of U. S. 


At the recent annual meeting of the 
Chamber of Commerce of the United States, 
the following bankers were elected to official 
posts: Felix M. McWhirter, president of 
Peoples State Bank of Indianapolis, a vice- 
president; Lewis E. Pierson, chairman of 
Irving Trust Company of New York, mem- 
ber of senior council, and Robert V. Fleming, 
president of Riggs National Bank of Wash- 
ington, D. C., treasurer. 
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Civic Groups Seek Basic Pro- 
gram for Municipal Reform 


Among the significant statements regard- 
ing New Jersey municipal finances made 
before the New Jersey Bankers Association, 
May 18, by Norman F. Titus, Director of 
Research, New Jersey State Chamber of 
Commerce, were the following: 

“Since 1930 local governments have in- 
creased their known gross debt by more 
than $400,000,000, until the total is now 
more than $1,250,000,000 and the debt serv- 
ice requires about forty per cent. of all 
current revenues.” 

“Tax rates on real and personal property 
are so high as to be increasingly confisca- 
tory. * * * As far as can be determined, a 
majority of local governments have a higher 
tax rate in 1934 than in 1933.” 

“Our whole system of assessments is anti- 
quated, inadequate and unfair.” 

“The State has given local governments 
little constructive help in dealing with their 
financial problems. On the other hand, there 
is a great deal of state legislation of the 
mandatory and prohibitory type.” 


“Recently, about fifteen of the most pow- 
erful civic groups in the State have been 
meeting in round table discussions to ascer- 
tain if the forces desiring more efficient and 
economical government cannot unite on one 
basic program. Herein lies the hope for the 
power that will bring about better govern- 
ment for less money.” 


Export Outlook and Acceptances 

A general revival in American export 
trade was prophesied by J. G. Geddes, vice- 
president of the National City Bank of 
Cleveland, and head of its foreign trade de- 
partment, in a talk before the Foreign Trade 
Conference of the Chamber of Commerce of 
the United States held in Washington on 
May 3. 

In discussing credit machinery and facili- 
ties for financing foreign trade he further 
stated that bankers’ acceptances are one of 
the safest forms of investment and that dur- 
ing the 20 years in which they have been 
used no investor has lost a dollar of his prin- 
cipal. He added that it is highly desirable 
that a broad market for acceptances be as- 
sured. 
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AUTHORS: 


(Articles, addresses and brief statements) 
Aird, John Sir—387 

Allison, J.. W.—299-300; 342 
Altemosee, M. S.—622-626 
Babson, Roger—284 

Barker, George M.—343 
Beattie, Troy, Jr.—350 
Benson, Philip A.—679 
Bethlen, Stephen—283 
Bloor, W. H.—301 

Bixby, R. R.—310-311 
Bradner-Smith, John W.—614 
Brady, Leo—569 

Brown, J. T.—601 

Bull, I. S.—351 

Burns, Walter J.—638-640 
Cabot, Philip—397-398 
Campbell, Matthew M.—313-318 
Carter, James T.—399 
Carter, W. E.—601 

Clark, Charles E.—616-617 
Clark, Harold F.—284 
Coleman, Leslie—583-586 
Crowley, Leo T.—511-514 
Cudd, Robert L.—297 
Davidson, Clinton—442-443 
Davis, John W.—284 

Dudiey, L. S.—467 

Dunn, Thomas T.—459-460 
Eastman, Ralph M.—341 
Eaton, Oliver K.—614-615 
Ellis, George M.—341 
Erwin, T. C.—348-349 
Ferguson, Samuel—677 
Fulton, Sam W.—595-596 
Gomez, Marte R.—607 
Grahame, Orville F.—366-370 
Hamilton, J. B.—295 
Hansen, Robert B.—464 
Haskell, Henry J.—634-635 
Herlihy, William R.—439 
Howell, Ben R.—295 
Hughes, Gilbert R.—301-302 
James, F. Cyril—514-515 
James, Maurice—300-301 
Jellett, R. P.—386 

Johnson, Wm. H. A.—294-295 
Jones, Howard A.—301 

Key, Jack B.—348 

Kimball, C. E.—579-581 
Kingman, Henry S.—643 
Kinsey, Henry R.—678 

Klein, Harold F.—438 
Knapp, Harold C.—306 
Kreps, Theodore J.—596 


Lengeman, Nelson E.—341-342 
Lasdon, Oscar—619-622 

Law, Francis M.—635-636 
Lawrence, Fred F.—679 

Levin, Allen J.—373-374 
Lichtenstein, Walter—516-517 
Lilienthal, David E.—677 
Linen, John S.—636-637 
Loomis, J. L.—404 

Lowndes, Charles L. B.—374-378 
Macdonald, J. M.—386-388 
Magill, Hugh—402 

Manning, James H.—331-333 
Mannix, Francis X.—445-452 ; 638-640 
McCarty, M. W.—465-467 
McKinsey, James O.—534-535 
McMaster, John L.—569 
Merwin, Horace B.—342-343 
Meyers, W. C.—477-479 
Miller, Willard W.—679 
Newton, C. E., Jr.—296 
O’Brien, J. G.—439 

Olney, Herbert .M.—298-299 
Payne, Philip M.—497-502 
Perkins, James H.—384 
Perlman, Sol Phillips—615 
Pettygrove, G. O.--299 

Pharr, H. A.—341 

Podell, David L.—618-619 
Pullen, P. P.—305 

Reeve, M. E.-—299 

Riddle, N. Gilbert—306 
Robertson, K. D., Jr.—335-339 
Robinson, Leland Rex—438 
Roseberry, L. H.—462; 441-442 
Ross, J. L.—350 

Russell, Henry E.—502-508 
Shelor, James C.—437 
Siddons, F. P. H.—526 
Silberling, Norman H.—606 
Simon, Robert E.—640 

Smith, Hal H.—617-618 

Smith, Maclin F.—442 
Sprague, O. M.—284 

Steiner, W. H.—619-622 
Steffen, Roscoe T.—502-508 
Stephenson, Gilbert T.—589-593 
Stockton, R. G.—439 

Stonier, Harold—292; 302-303 
Telleen, J. Martin—296-297 
Trimble, Lee S.—347; 455-456 
Vaughan, E. I.—295-296 
Vinton, Thos. W.—350 
Walker, C. C.—603-604 
Warburg, James P.—581; 644 
Winston, Gilmer—586 
Voorhees, John A.—509 
Watson, W. G.—386 

Weakly, Floyd B.—395-396 
Whitmore, H. B.—364-366 
Withers, Carl K.—646 
Whittlesey, Albert W.—321-324 
Wigge, Theodore H.—340-341 
Wolcott, Oliver—439 

Wood, Frederick H.—619 
Woodworth, Edward K.—630-634 
Young, C. Willard—670 





682 TARY Ie & 


BANKS and Banking (Items of general bearing only) : Banks and Banking—Continued 


A. B. A. Executive Council—report Hot Springs 
meeting Apr. 16-18—533 

“A Century and a Half of Sound Banking” 
Bank of New York & Trust Company cele- 
brates 150th anniversary of its founding— 
380-383 

“Administration of a Business Enterprise”—art. 
by James H. Manning—331-333 

Bixby’s “Short Course in Trust Department Oper- 
ation” will appear serially in Trust Companies 
Magazine—June, 1934-May, 1935—556-557 

Brarich Banking Measure signed by New York 
Governor—644 

Collective investment of trust funds by national 
banks exercising trust powers—two rulings by 
Federal Reserve Board—361-362 

Competitive Dangers in Branch Banking Seen by 
Carl K. Withers—excerpts from address—646 


Congressional Bills Affecting Banks—summary as 
of Apr. 20—518-525; as of May 17—641 

Conventions — scheduled — official information — 
853-356 ; 473-476 

Cooperation between bankers and C. P. A.’s— 
604-606 

Corporation for holding bank stocks mere agent 
or trustee for real owners who are subject to 
statutory assessment in case of insolvency— 
481-482 

“Departmental Priorities in Assets of Insolvent 
Banks” excerpts from “Yale Law Journal’’— 
493-497 


Deposit Guaranty Not Solution—excerpts from ad- 
dress by Henry S. Kingman—May 17—643 


Deposit insurance law defects pointed out by 
Chairman Crowley who outlines F. D. I. C. 
major objectives and plans for future—digest 
of address before executive council A. B. A. 
Hot Springs, Apr. 18—511-514 


Divergent views on best methods of attracting 
new trust business—341-342 


Editorial Reflex of Public Opinion—284-291; 429- 
435 ; 562-568 ° 
“How Trusts Are Affected When One Bank’s 
Assets Are Sold to Another”’—art. by Leslie 
Coleman—583-586 

Importance of cooperation in solving problems 
facing bankers—excerpts from address May 15, 
W. E. Carter—601 

Influence of Deposit Insurance Slight—is report 
of official organ—National Association of Mu- 
tual Savings Banks—excerpts quoted—401 


Injustice to Savings Depositors in Government 
Policies—excerpts from address by James P. 
Warburg—May 17—581 


Mississippi Bank Study Commission recommend 
revision of bank law—403 


“Mortgage Situation in Canada Unsatisfactory” 
—Opinions of four prominent executives of 
financial institutions quoted—effect of debt ad- 
justment acts discussed—386-387 


Nation-wide survey of opportunities for direct 
study of corporate fiduciary functions—specific 
suggestions offered for enlarging scope of prac- 
tical instructions—293-311 


Permanent changes in banking laws to strength- 
‘en Federal Reserve System recommended by 
F. Cyril James before Regional Conference of 
Bank Auditors and Comptrollers—Philadelphia 
—Apr. 21—514-515 


Present Status of Codes Affecting Trust De- 
partments—471 


Recodification of Banking Laws Favored — ex- 
cerpts from address by Francis M. Law—635-636 

Separate Trust Conferences Favored by New Jer- 
sey Committee on Trust Matters—602-603 

Spirit of cooperation increasing between banks 
and auditors—586 

Trust Advertising Policies Praised—526 

“Trust Business Under the New Deal’’—excerpts 
from address by Gilbert T. Stephenson Apr. 26 
—589-593 

Trust Division A. B. A. and Life Underwriters 
adopt joint statement—561 

Trust Provisions of Mississippi’s New Bank Act 
outlined—601 


BOOKS and Brochures: 


A. B. A. Trust Division 1933-34 Year Book—533 


“Concentration of Banking”’—John M. Chapman 
—393 

“Better Banking’—A Treatise on Bank Manage- 
ment in the Light of the Depression—William 
H. Kniffin—628-629 

“Corporation Securities’—A Study of Their Na- 
ture and Uses in Finance — Arthur Stone 
Dewing—628 

“Economic Reconstruction”—Report of the Co- 
lumbia University Commission—627-628 

“Federal Tax Handbook”—Robert H. Montgom- 
ery—531-532 

“Managed Money—The Experience of Sweden” 
—Erik T. H. Kjellstrom—529 

“Money and Banking”—William Howard Steiner 
—393 

*‘Reconstruction’’—A plea for a National Policy— 
Harold MacMillan—629 

“Review of Legal Education in the United States 
and Canada for the year 1933”—Alfred Z. Reed 
—527-528 

“The Bar and Public Relations’—John S. Brad- 
way—629 

“The Economics of Recovery”—Leonard P. Ayers 
—530-531 

“The Evaluation of New Trust Business”—Sam- 
uel Witting—reviewed by Floyd B. Weakly— 
395-396 : 

“The Federal Reserve Board”—William O. Wey- 
forth—394 

“The Practical Application of Investment Man- 
agement”—Dwight C. Rose—396 

“The Spirit of Security or A Safe Deposit Fan- 
tasy”—booklet by K. D. Robertson, Jr.—issued 
by Marine Midland Trust Company—335-339 

“To Meet Today’s Conditions”—booklet issued by 
Security National Bank Savings & Trust Co.— 
339-341 

“Tomorrow’s Money”—Frank A. Vanderlip— 
529-530 

U. S. Bonds—booklet issued by Chas. E. Quincey 
& Co.—399 

“What Happened to Our Banks’”—William P. 
Malburn—396 

“What Will Devaluation Mean to You?”—E. C. 
Harwood—532 

“Women and Wealth”—Mary S. Branch—528-529 


CONVENTIONS: 


List of, with supplemental information received 
from official sources—353-356 ; 473-476; 608-611 
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CORPORATE Fiduciary Associations (Including trust 
divisions of local, state and national organiza- 
tions) : 

General items—601-607 
Georgia— 
Atlanta Trust Dept. Committee of Clearing House 

Asso. 

Fiduciaries division G. B. A. 

President believes further adjustments may be 
needed—legislative comm. appointed—report 
on promotional activities—347-349 

Massachusetts— 
Corporate Fiduciaries Association of Boston—new 
officers elected—607 


New Jersey— 


Bergen County: 
Annual meeting Apr. 12—list of officers elected 


—members executive committee—472 


Committee on Trust Matters— 
Separate trust conferences favored—602-603 


North Carolina— 


Trust Committee, N. C. B. A. 

New organization—officers listed—program ar- 
rangements for first annual meeting—April 
26—351 

Trust Division N. C. B. A. 
Officers elected—report of Apr. 26 meeting—607 
Utah— 
Trust Section U. B. A. 
Elect officers—607 


COURT: 
Decisions— 

Action against administrator to recover trust 
assets—converted by deceased—breach of trust 
—statute of limitations does not begin to run 
until plaintiff had knowledge of fraud. N. Y. 
App. Div. Ist dept. decided 1-19-1934—359-361 

Allowance of reasonable attorneys fees in fore- 
closure proceedings under Federal Farm Loan 
Act upheld—U. S. Sup. Ct. decided Apr. 2— 
482-484 

Corporation for holding bank stocks mere agent 
or trustee for real owners who are subject to 
statutory assessment in case of insolvency—U. 
S. Dist. Ct. East. Dist. of Mich.—appeal from 
decision filed Apr. 9—481-482 

Exemptions of war risk insurance from claim of 
creditors of insured and beneficiary does not 
survive for benefit of heirs of insured. U. S. 
Sup. Court decided 3-5-1934—357-359 

Seattle’s right to tax gross income of private 
public utilities upheld by U. S. Sup. Court 
3-19-1934—357 

Taxation — Commissioner of Internal Revenue 
Ruled Dividends Taxable in Year Declared—Sus- 
tained by Board of Tax Appeals—Petitioner 
contended Doctrine of Constructive receipt not 
applicable—U. S. Sup. Court reverses decision 
4-30-1934—612-613 

CURRENCY: 

Congressional Bills affecting—summary as of Apr. 
20—518; as of May 17—641 

Government Policy of Deliberately Depreciating 
the Dollar an Injustice to Savings Depositors— 
excerpts from address by James P. Warburg 
May 17—581 

Inflation Inevitable—excerpts from address by C. 
Willard Young—676 

FIDUCIARY: ‘5 

A difficult problem in estate administration and 

how it was solved—by T. C. Erwin—348-349 
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Fiduciary—Continued 


“Administration of a Business Enterprise’’—art. 
by James H. Manning—331-333 


American Bar Association Seeks Facts on Un- 
lawful Practice of Law—Questionnaire mailed 
—389-392 


Congressional Bills affecting Banks—summary as 
of Apr. 20—518 


“Duties of Trustees in Dealing with Defaulted 
Securities”—art. by Matthew M. Campbell— 
313-318 


Editorial Reflex of Public Opinion—284-291; 429- 
435; 562-568 


English Public Trustee’s report—excerpts from 
—403 


“Exculpatory Clauses in Corporate Mortgages 
and Other Instruments” excerpts from “Cor- 
nell Law Quarterly” art. by Philip M. Payne 
—497-502 


Forms for estate analysis—duties of an executor 
—sequence card—claims recording sheet—465- 
467 

Indemnity against liability suggested in satis- 


faction of indentures securing obligations pay- 
able in gold—477-479 


Nation-wide survey of opportunities for direct 
study of corporate fiduciary functions—specific 
suggestions offered for enlarging scope of prac- 
tical instructions—293-311 


Survey of sources and location of potential trust 
business in Georgia suggested—347 


Thorough inquiry into Commingled fund problems 
urgently needed—active cooperation of trust 
executives, attorneys and,accountants essential 
—437-443 


“Trust Business Under the New Deal’”—excerpts 
from address by Gilbert T. Stephenson Apr. 26 
—5 89-593 


“Trustees—Bankruptcy—Grounds for Removal” 
excerpts from “Virginia Law Review’’—370- 
371 


INCOME: 
INSURANCE: 


Federal Deposit— 
Congressional Bills affecting—summary as of Apr. 
20—518-525 ; as of May 17—641 


Defects pointed out by Crowley who outlines F. 
D. I. C. major objectives and plans for future 
—511-514 

Influence of Deposit Insurance Slight, is report 
of “The Month’s Work” published by National 
Association of Mutual Savings Banks—ex- 
cerpts quoted—401 


Life— 
Annuity premiums show sharp increase—509 
Life Insurance Security—four reasons why com- 
panies fared so well under stress—404 


Life Underwriters and Trust Division A. B. A. 
adopt joint statement—567 


Memphis trust men describe work with life un- 
derwriters—twelve weeks’ course of instruc- 
tion being given—349-350 


Solving difficult problems 
wills—472 


Suicide Clause in Life Policies—404 


involved in planning 
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INVESTMENTS: 
Also see Mortgages 
Also see Real Estate 
Collective investments of trust funds by national 
banks exercising trust powers—two rulings by 
Federal Reserve Board—361-362 


Commingled Fund problems to be studied by Trust 
Division Committee—trust institutions cautioned 
against adopting plans until difficulties can be 
thoroughly canvassed and best methods of oper- 
ation devised—559-561 

“Commingled Fund Recommended as Solution of 
Several Major Trust Problems”—art. by Albert 
W. Whittlesey—321-324 

Credit Problems of New Jersey Municipalities 
Analyzed—excerpts from address by John S. 
Linen May 18—636-637 

“Duties of Trustees in Dealing with Defaulted 
Securities’’—art. by Matthew M. Campbell—313- 
318 

Federal Activities Menace Safety of Electric Utili- 
ties—excerpts from address by Edward K. Wood- 
worth May 17—630-634 

Foreign bondholders are urged to support Protec- 
tive Council—400 

Good Underlying Utility Bonds Safe—excerpts 
from address by Samuel Ferguson—677 

Growing tendency to ignore rights of honest utility 
investors noted by Dr. Hugh Magil—402 

Injustice in Present Government Policies—excerpts 
from address by James P. Warburg May 17— 
581 

Late Up-to-Date Information for Trust Invest- 
ments—excerpts from address by Gilmer Win- 
ston—586 , 

Market Action of New Issues—A Test of Syndi- 
cate Price Pegging—619-622 

Municipals and Mortgages Raise New Prob- 
lems for Trustees—excerpts from address by Dr. 
Norman H. Silberling May 24—606 

Ten Million Own Stock—535 

Tennessee Valley Authority Committed to a Policy 
of Protection—excerpts from address by David 
E. Lilienthal—677 

“The Investment of Trust Funds in North Caro- 
lina’”’—excerpts from address by C. C. Walker 
Apr. 26—603-604 


LEGACIES: 
“Abatement of Legacies on Election of Statutory 
Share by Surviving Spouse” excerpts from 
“Yale Law Journal’’—371-373 


MISCELLANEOUS: 


“Administration of a Business Enterprise’’—art. 
by James H. Manning—331-333 

“An Independent Bar’’—art. by Thomas T. Dunn 
—459-460 

Announcement of changes in by-laws of National 
Association of Real Estate Board—objects of 
new Institute outlined—402 

Bixby’s “‘Short Course in Trust Department Oper- 
ation” will appear serially in Trust Companies 
Magazine—June, 1934-May, 1935—556-557 

“Budget for Everyone” excerpts address James O. 
McKinsey before National Ass’n of Cost Ac- 
countants—N. Y. Chapter—534-535 

Calls ‘“‘New Deal’? Old—Cabot contrasts historical 
results obtained under national planning and 
individualistic systems—397-398 

Causes of business failures in 1932, listed—586 
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Miscellaneous—Continued 


Commingled Fund Problems to be Studied by Trust 
Division Committee—trust institutions cautioned 
against adopting plans until difficulties can be 
thoroughly canvassed and best methods of oper- 
ation devised—559-561 

Conflicting Opinion on National Recovery Pro- 
gram—616-619 

Cooperation Between Bankers and Certified Pub- 
lic Accountants—excerpts from report submitted 
to New Jersey Bankers Assn.—604-606 

“Critical Comparative Analysis of the Revenue 
Act of 1934’—relative to changes in income, 
estate and gift taxes—by Leo Brady and John 
L. McMaster—569 

Crucial Test of “‘Recovery’—excerpts from The 
Guaranty Survey—670 

Editorial Reflex of Public Opinion—284-291; 429- 
435; 562-568 

English Public Trustee’s report—excerpts from— 
403 

Essential Factors in Determining Constitutionality 
of Recovery Act—excerpts from address by Da- 
vid L. Podell—618-619 

Excerpts from Selected Articles—363-378 ; 486-508 ; 
614-627 

Exculpatory clauses in miscellaneous bi-lateral 
agreements—501 

Foreign bondholders are urged to support Protec- 
tive Council—400 

Government Disbursements Exceed Manufacturing 
Income—643 

Gradual Reversion to Mediaevalism seen by Walter 
Lichtenstein in analysis of major international 
problems and trends—address before St. Paul 
Assn. of Commerce—Apr. 10—516-517 

Inflation Inevitable—excerpts from address by C. 
Willard Young—676 

Is Compulsion a Necessary Part of National Plan- 
ning ?— excerpts from address by Henry J. 
Haskell May 15—634-635 

Legal Aspects of Legislation Underlying National 
Recovery Program—excerpts from address by 
Charles E. Clark—616-617 

“My Most Difficult Problem in Administering an 
Estate and How It Was Solved’’—by T. C. Er- 
win—348-349 

National Industrial Recovery Act: Is It Constitu- 
tional ?—excerpts from address by Hal H. Smith 
—617-618 

Nation-wide survey of opportunities for direct 
study of corporate fiduciary functions—instruc- 
tors describe methods used—specific suggestions 
offered for enlarging scope of practical instruc- 
tions—293-311 

New Organization Formed to Aid College Endow- 
ments—designed as connecting link between 
schools—trust institutions—the bar and life in- 
surance groups—645 

“Planned Economy” Inconsistent with Democracy 
—excerpts from address by James P. Warburg 
Apr. 30—644 

Present status of codes affecting trust departments 
—471 

Public Utilities and the New Deal—excerpts from 
the Girard Letter—626 

“Salvaging Human Values’’—a trust officer philo- 
sophizes—art. by Lee S. Trimble—455-456 

Some Constitutional Aspects of the National Re- 
covery Program — excerpts from address by 
Frederick H. Wood—619 
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Miscellaneous—Continued 

State Tax Administrators Form National Assn.— 
400 

“Tax Liability Upon Recording Assignments and 
Deliveries of Stock Effected Without New York 
State, on Books Maintained Therein’ art. by 
Francis X. Mannix—445-452 

Tax Liability Upon Recording Transfers of Stock 
Question Answered by Mannix—638-640 


Ten Million Own Stock—535 

“The Business Man of 1964’”—Bank of America 
N. T. & S. A. Contest—596 

“The New Speculator”’—by Harold Stonier—292 

Thorough inquiry into Commingled fund problems 
urgently needed—active cooperation of trust 
executives, attorneys and accountants essential 
437-443 


MORTGAGES : 
Administration— 
“Mortgage Deficiency Judgments—A Symposium— 
614-615 
“Mortgages—Foreclosure Sale—Relief from. Bid 
for Mistake’’—excerpts—Virginia Law Review— 
363-364 
Home Loan— 
Congressional Bills Affecting—summary as of Apr. 
20—518 
NATIONAL Association of Real Estate Boards— 
Institute of Real Estate Management— 
Howard E. Haynie new pres. appointed for un- 
expired term of Kenneth Colton Brown, resigned 
owing to pressure of private work—593 


PROBATE: 
See Wills 
PUBLICITY: 
Bank and Trust— 
Divergent views on best methods of attracting 
new trust business—341-342 
“Capital Taxes for Social Reform’’—emphasizes 
trust service as possible aid in solving problems 
confronting heads of families—art. by C. E. 
Kimball—579-581 
Current ‘‘New Business” Activity—newspaper ad- 
vertising—599 
Developing Trust New Business—335-345 ; 462-470 ; 
595-599 
Editorial Reflex of Public Opinion—284-291 ; 429- 
435; 562-568 
Forms for Estate Analysis and Recording of 
Claims Distributed by National Bank of Tacoma 
—465-467 
Historical anecdotes of local flavor used in news 
letter—343 
Monthly report to customers inaugurated by The 
Bridgeport-City Trust Company—342-343 
More aggressive advertising and publicity efforts 
favored by New Jersey Bankers Public Rela- 
tions Committee—596 
Newspaper Display Advertising—598 
Opportune time to strike to regain confidence of 
people—348 
Posters for counter and desk display used effec- 
tively in branches of Security-First National 
Bank of Los Angeles—462 
“Sell Your Ideas to Your Management’’—great 
future forecast—excerpts from address by Sam 
W. Fulton—595-596 
Successful Advertising Campaign in a Suburban 
Town—combines illustrated folders, blotters and 
posters—464 


Publicity—Continued : 
“The Business Man of 1964’’—Bank of America 


N. T. & S. A. Contest—596 

“The Hawaiian Trustee’—monthly publication de- 
scribed—469-470 

“The Spirit of Security or A Safe Deposit Fan- 
tasy”—abridged form new booklet of unusual 

Three Distinct Newspaper Advertising Methods 
Illustrated—344 

Timely Advertisements on Questions of Wills—463 

“To Meet Today’s Conditions’—new trust booklet 
—coordinated pamphlet and booklet campaign 
described—339-341 

Trust advertising policies praised by F. P. H. 
Siddons—526 
character—335-339 

Twelve-weeks’ course of instruction being given 
life underwriters by Memphis trust men—349-350 

Two Newspaper Displays Warn Against “‘Home- 
made Wills’’—345 


REAL ESTATE: 

Data Needed for Proper Real Estate Appraisals— 
excerpts from address by Robert E. Simon May 
16—640 

Exculpatory clauses in leases—501 


RULINGS: 

Collective investment of trust funds by national 
banks exercising trust powers—two rulings by 
Federal Reserve Board—361-362 

SECURITIES Act—1933: 

A Specific Factor Tending to Deprive Savings 
Depositors of a Fair Return—excerpts from ad- 
dress by James P. Warburg May 17—581 


Congressional Bills Affecting—summary as of Apr. 

20—518 
TAX: 

“Capital Taxes for Social Reform”—art. by C. E. 

Kimball—579-581 
Miscellaneous— 

Congressional Bills affecting Taxation—summary 
as of Apr. 20—518 

“Critical Comparative Analysis of the Revenue 
Act of 1934’’—relative to changes in income, 
estate and gift taxes—by Leo Brady and John 
L. McMaster—569 

Dorrance Tax Case—404 

“Spurious Conceptions of the Constitutional Law 


of Taxation” excerpts from “Harvard Law Re- 
view” art. by Charles L. B. Lowndes—374-378 


State Tax Administrators form National Associa- 
tion—list of officers—400-401 

“Taxation—Fate of the Trust as a Device to Es- 
cape Inheritance Taxes” excerpts from “The 
North Carolina Law Review” by H. B. Whit- 
more—364-366 

“Tax Liability Upon Recording Assignments and 
Deliveries of Stock Effected Without New York 
State, on Book Maintained Therein” art. by 
Francis X. Mannix—445-452 


Tax Liability Upon Recording Transfers of Stock 

Question Answered by Mannix—638-640 
TRUSTS: 
Composite— 

Commingled Fund Problems to be Studied by 
Trust Division Committee—trust institutions 
cautioned against adopting plans until difficul- 
ties can be thoroughly canvassed and best meth- 
ods of operation devised—559-561 

“Commingled Fund Recommended as Solution of 


Several Major Trust Problems’’—art. by Albert 
W. Whittlesey—321-324 
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Trusts—Continued 
Rulings by Federal Reserve Board—361-362 


Thorough Inquiry into Commingled Fund Problems 
Urgently Needed—active cooperation of trust 
executives, attorneys and accountants essential 
—437-443 

Corporate— 

“Control and Audit of Corporate Trust Depart- 
ment from Viewpoint of Officer in Charge’’— 
excerpts from address by M. S. Altemose— 
622-626 

“Conversion of Shares of Stock’’—excerpts from 
“University of Pennsylvania Law Review” by 
Allen J. Levin—373-374 

Importance of clause authorizing bondholders to 
elect committees to represent their interests in 
conjunction with the trustees in reorganization 
matters stressed—388 

“Registered Bonds and Negotiability’” excerpts 
from “Harvard Law Review” art. by Roscoe T. 
Steffen and Henry E. Russell—502-508 

Satisfaction of Indentures Securing Obligations 
Payable in Gold—indemnity against liability is 
one of suggestions made as precautionary meas- 
ure for the trustee—art. by W. C. Meyers—477- 
479 

“Tax Liability Upon Recording Assignments and 
Deliveries of Stock Effected Without New York 
State, on Books Maintained Therein” art. by 
Francis X. Mannix—445-452 

Tax Liability Upon Recording Transfers of Stock 
Question Answered by Mannix—638-640 


Life Insurance— 
Solving difficult problems involved in planning 
wills—472 
“The Insurance Trust as Non-testamentary Dis- 
position” excerpts from “Minnesota Law Re- 
view” art. by Orville F. Grahame—366-370 


Miscellaneous— 

“Exculpatory Clauses in Corporate Mortgages and 
Other Instruments” excerpts from “‘Cornell Law 
Quarterly” art. by Philip M. Payne—497-502 

“Powers of Sale in Trustees and the Rule Against 
Perpetuities’’—excerpts from “Harvard Law 
Review” art. by W. Barton Leach—486-493 

“Taxation—Fate of the Trust as a Device to Es- 
cape Inheritance Taxes” excerpts from “The 
North Carolina Law Review”—by H. B. Whit- 
more—364-366 

Trust clauses to provide for merger or consolida- 
tion of trustee bank—586 


TRUST 


Miscellaneous—Continued 

Uniform Principal and Income Act—Re-adoption 
of Oregon Act—509 

Use of trusts for alleviating danger of several 
successive capital taxes—580 

TRUST Department: 

Bixby’s “Short Course in Trust Department Oper- 
ation” will appear serially in Trust Companies 
Magazine—June, 1934-May, 1935—556-557 

Congressional Bills affecting—summary as of Apr. 
20—518-525; as of May 17—641 

“Departmental Priorities in Assets of Insolvent 
Banks” excerpts from “Yale Law Journal’’— 
493-497 

“How Trusts Are Affected When One Bank’s As- 
sets Are Sold to Another’”—art. by Leslie Cole- 
man—583-586 

Present status of codes affecting trust departments 
—471 

Re: Question of Segregation of—See Banks and 
Banking 

“Trust Business Under the New Deal’’—excerpts 
from address by Gilbert T. Stephenson Apr. 26 
—589-593 


Operations— 

“Auditing for the Trust Department’’—duties of 
trust auditors outlined—internal checking meth- 
ods explained—importance of cooperation of of- 
ficers emphasized—art. by D. E. Kulp—325-329 

Forms to cover duties of an executor—sequence 
card—prepared by L. S. Dudley—The First Cen- 
tral Trust Company, Akron, Ohio—465 

TRUST Conference: 
See Corporate Fiduciary Associations 


TRUSTEES: 
See Fiduciary 


WILLS: 

Cannon, Henry W.—679 

Exculpatory clauses in wills—499 

Solving difficult problems involved in planning 
wills—472 

“‘Wills—Powers—Life Estate with Absolute Power 
of Disposal’”—excerpts—“‘Minnesota Law Re- 
view’ —363 

Probate— 

“Abatement of Legacies on Election of Statutory 
Share by Surviving Spouse”’ excerpts from “‘Yale 
Law Journal’’—371-373 

Prominent People— 

Furst, Frank A.—399 


BANK AND TRUST COMPANY ADVERTISEMENTS 


January to May, 1934, Inclusive 


ALABAMA 
Birmingham 


Birmingham Trust & Savings Company 
48, 206, 407, 501, 618 


CALIFORNIA 
Los Angeles 
California Trust Company 
71, 175, 460 
Citizens National Trust & Savings Bank 
239 
Security-First National Bank 
55, 198, 341, 531, 625 


San Diego 


Union Trust Company of San Diego 
227 


San Francisco 


American Trust Company 
41 
Bank of America N. T. & S. A. 
85, 201, 375, 505, 609 
Bank of California, N. A. 
123 
Crocker First Federal Trust Company 
207, 491 





TRhake s I’ 


DISTRICT OF COLUMBIA 
Washington 
American Surety & Trust Company 
56, 190, 350, 474, 644 
Washington Loan & Trust Company 
98, 209, 317, 513, 603 


GEORGIA 
Atlanta 
Trust Company of Georgia 


ILLINOIS 
Chicago 
Chicago Title & Trust Company 
87, 145, 329, 591 
City National Bank & Trust Company 
53, MARCH COVER, 680 
Commerce Clearing House, Inc. 
133, 246, 397, 484, 670 
Continental Illinois National Bank and 
Trust Company 
First National Bank of Chicago 
5, 145, 277, 458, 582 
Harris Trust and Savings Bank 
243, 510 


600 


Northern Trust Company, The 
37, 169, 315, 489, 631 
IOWA 
Des Moines 
Iowa-Des Moines National Bank & Trust 
Company 
233 


MARYLAND 
Baltimore 
Maryland Trust Company 
61, 183, 384, 456, 643 
Mercantile Trust Company 
70, 196, 382, 508, 635 
Safe Deposit & Trust Company 
54, 205, 334, 532, 677 
MASSACHUSETTS 
Boston 
Boston Safe Deposit & Trust Company 
6, APRIL COVER 
National Shawmut Bank, The 
349 
Old Colony Trust Company 
217, 319, 453, 587 
State Street Trust Company 
36, 252, 356, 617 
Springfield 
Springfield Safe Deposit & Trust Company 


MICHIGAN 251 
Detroit 
National Bank of Detroit 
38, 171, 327, 457, 605 
MINNESOTA 
Minneapolis 
Northwestern National Bank and Trust 
Company 
517 


MISSOURI 
St. Louis 
Mercantile-Commerce Bank & Trust Com- 
pany 
1, 141, 278, 425, 553 
St. Louis Union Trust Company 
125, 216, 359, 611 


NEW JERSEY 
Camden 
Camden Safe Deposit & Trust Company 
73, 371 
Montclair . 
Montclair Trust Company 
237 
Morristown 
Morristown Trust Company 
379 
Newark 
Fidelity Union Trust Company 
111, 220, 476 
Plainfield 
Plainfield Trust Company 
77, 395, 651 
NEW YORK 
Buffalo 
Manufacturers and Traders Trust Company 
241 
Brooklyn 
Brooklyn Trust Company 
98, 179, 355, 503, 646 
Kings County Trust Company 
94, 228 
New York 
Bankers Trust Company 
2 
Bank of New York and Trust Company 
134, 142, 346, MAY COVER 
Central Hanover Bank & Trust Company 
4, 594 
Chase National Bank 
42, 454, 578 
City Bank Farmers Trust Company 
31, 161, 312, 436, 568 
Corporation Trust Company 
91, 621 
Empire Trust Company 
JANUARY COVER, 367, 621 
Fiduciary Trust Company 
129, 213 


Fulton Trust Company 
40, 184, 409, 493, 657 
Guaranty Trust Company 
50, 162, 444, 588 
Manufacturers Trust Company 


106, 480 
Marine Midland Trust Company, The 
369, 469 
New York Trust Company 
83, 274, 461 
Title Guarantee & Trust Company 
JAN., FEB., MARCH and MAY COVERS 483 
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New York—Continued 
United States Trust Company 
8, 148, 275, 428, 556 
Rochester 
Rochester Trust & Safe Deposit Company 
103 
Security Trust Company 
261 
Syracuse 
First Trust & Deposit Company 
225 


NORTH CAROLINA 


Winston-Salem 
Wachovia Bank & Trust Company 
JANUARY, FEBRUARY and MARCH COVERS 


OHIO 


Cincinnati 
Fifth Third Union Trust Company 
97, 199, 365, 475, 610 


Cleveland 


Cleveland Trust Company 
88 


OKLAHOMA 
Tulsa 
First National Bank & Trust Company 
; 117, 364, 529, 659 


OREGON 
Portland 
First National Bank of Portland, The 
388 
United States National Bank 
200, 500 


PENNSYLVANIA 


Philadelphia 
Fidelity-Philadelphia Trust Company 
7, 144, 276, 468, 597 
Girard Trust Company 
8, 146, 278, 426, 554 


Tabet I 


Philadelphia—Continued 
Pennsylvania Company 
ALL BACK COVERS 
Philadelphia National Bank 
210, 485 
Provident Trust Company 
46, 320, 577 
Real Estate Land Title & Trust Company 
JANUARY, MARCH and MAY COVERS 
Real Estate Trust Company, The 
75, 231, 385, 514, 678 
Pittsburgh 
Fidelity Trust Company 
59, 229, 343, 507, 653 
Peoples-Pittsburgh Trust Company 
101, 215, 377, 470, 660 
RHODE ISLAND 
Providence 
Rhode Island Hospital Trust Company 
79, 351, 655 
VIRGINIA 
Richmond 
State Planters Bank and Trust Company 
403 
Virginia Trust Company 
74, 185, 394, 490, 665 
WASHINGTON 
Tacoma 
The National Bank of Tacoma 


WISCONSIN 
Milwaukee 
First Wisconsin Trust Company 


CANADA 
Toronto 
National Trust Company, Ltd. 
52 
Toronto General Trusts Corporation 
57, 191, 378, 495, 629 


OTHER ADVERTISERS 


Ambassador Hotel 
131 


American Library Service 
392, 497 


Barre Granite Association 
188 


Bell Telephone System 
195, 487 


Burroughs Adding Machine Company 
32 


General Motors Acceptance Corporation 
219, 499 


John Hancock Mutual Life Insurance Com- 


pany 
109, 330, 663 


Lehman Brothers 
APRIL COVER 
Lincoln Hotel 
FEBRUARY COVER 
Polk’s Bankers Encyclopedia 
512 
Prentice-Hall, Inc. 
208, 413 
Prudential Insurance Company of America 
181, 479 
Purse Company, The 
187, 633, 661 
Quincey & Company, Chas. E. 
391 
State of New York, Comptroller of the 
414 
Travelers, The 
352, 542 





